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OPENING STATEMENT 
By 
Leverett S. Lyon 
Epiror’s Note: Dr. Lyon’s opening statement and the 
eight contributions that follow it are the product of one ses- 
sion of the American Marketing Association meetings in 


Detroit in December 1938. Such sessions should do much 
to clarify market phenomena and policy. 


ERSONS who have been teaching and 

doing research in the field of market- 
ing have dealt with price problems for 
many years. In perhaps more cases than 
otherwise they have been so closely con- 
cerned with the administrative and prac- 
tical issues of price that they have given 
comparatively little thought to the so- 
cial implications involved. On the other 
hand, it is easy for those removed from 
the necessities of deciding what should 
be done about prices to make ready 
assumptions as to how the process is 
carried on and, on the basis of these 
assumptions, to make generalizations no 
sounder than the assumptions on which 
they are based. It was with a view to 


bringing these two groups, points of 
view, types of interest, and experience 
into closer contact that this program 
was planned. It is hoped that the contact 
will stimulate the interest of members of 
the Marketing Association in the more 
theoretical aspects of the price problems 
with which they have long been working 
and that at the same time, comment by 
persons somewhat close to practical pric- 
ing problems may exert a helpful in- 
fluence upon those who are chiefly con- 
cerned with generalized statements. 
While the conventional procedure at 
meetings of this sort is to have papers 
read by persons who have already ex- 
pressed their ideas at length, it is my 
view that more may be contributed by 
having published views subjected to cri- 
tique and comment. The papers given 
at this meeting, therefore, have the nov- 
elty of being essentially reviews. If those 
whose books are discussed have an op- 
portunity in the discussion and at the 
time of publication to criticize the crit- 
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icism of their critics, the purpose and 
spirit of this program should be still 
further advanced. 

The choice of persons to present the 
review papers on this program has neces- 
sarily been influenced by several factors. 
Competency and interest in the subject, 
availability for this meeting, and a de- 
gree of first-hand familiarity with price 
problems have all played a part. 


PRICE AND PRICE POLICIES 
By 


WaLton HAMILTON AND ASSOCIATES 
A Review by R. S. Tucker 


This book was written under the di- 
rection of Dr. Hamilton for the Presi- 
dent’s Cabinet Committee on Price Pol- 
icy. It consists of two chapters by the 
editor and seven chapters by his five 
assistants, covering the following indus- 
tries: automobiles, tires, gasoline, cot- 
tonseed, dresses, whiskey and milk. It 
would require a specialist in each of 
those industries to give an adequate 
review of those chapters. All I can hope 
to do for most of them is to report on 
the tone of the argument and the nature 
of the conclusions. But before doing that 
I shall discuss some parts of the auto- 
mobile chapter, which was written by 
Mark Adams. 

Mr. Adams attributes Ford’s phe- 
nomenal success mainly to his policy 
of appealing to the low-price market. 
Mass production methods such as the 
continuous assembly line, the high wage 
and its accompanying speed-up, dom- 
ination of suppliers, etc. were a later 
development. The decisive step was 
taken when Ford introduced $600 and 
$700 models in 1907, with an immediate 
effect on his sales and profits. “It was 
volume,” he says, “rather than the 
march of technology, which made low 
prices sound business.” 


But this explanation is too simple to 
fit the facts. Ford had a car as low as 
$850 in 1903, but did not capture a very 
profitable market with it. Moreover 
Ford was not the pioneer in cheap cars. 
The Oldsmobile was offered at $650 from 
1900 to 1906. Its price in 1905 was $750. 
The Cadillac was offered at $850 in 1903, 
at $750 in 1905 and 1906, $650 in 1907, 
and $850 in 1908. The Pierce-Arrow was 
offered at $850 in 1901. The Waltham- 
Orient was offered at $375 in 1905, $400 
in 1906 and 1907, $600 in 1908 and $350 
in 1909. A large proportion of the cars 
produced in 1903 and 1904 were in the 
lower price-classes, but had not been 
strikingly popular nor profitable. In fact 
the proportion of low priced cars to all 
produced was greater in 1903 and 1904 
than in any year until 1911, but in 1905 
and subsequent years manufacturers 
swung back to higher priced lines be- 
cause the demand for them seemed to 
be better. According to Epstein (The 
Automobile Industry, p. 336), cars sell- 
ing for $675 or less were 4.2% of all 
produced in 1903, 7.5% in 1904, 4.7% 
in 1905, 12.0% in 1906 (largely on ac- 
count of Ford) but only 1.9% in 1907. 
They did not get back over 7.5% until 
1911. The corresponding figures for all 
cars selling under $875 were: 1903, 
26.3%; 1904, 24.0%}; 1905, 9.8%; 1906, 
14.7%} 1907, 16.4%; 1908, 23.8%; 1909, 
11.8%; 1910, 12.9%}; 1911, 46.1%. This 
series of figures shows that the really 
striking growth in the market for cheap 
cars occurred in 1911. Ford’s growth in 
the years 1907-1910 was largely at the 
expense of other manufacturers of cheap 
cars. It was caused partly by the fact 
that he offered a better car than the 
others in that price class. He offered 
four cylinders, while they were offering 
only one or two, until Buick came along 
with four cylinders in 1908. He was aided 
also by the anti-trust sentiment of the 
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time since he was an independent fight- 
ing the Selden “trust.” Moreover, his 
cars were so designed that they could be 
more easily repaired away from the fac- 
tory than most. As a result the number 
of other makers offering cars under 
$1000 fell from nine in 1905 to six in 
1906, three in 1907 and 1908, and four 
in 1909 and Igto. If low price was the 
sole secret of Ford’s success, why did 
the Waltham-Orient car fail to achieve 
the same success? 

It should be observed that although 
Ford reduced his price to $600 in 1906- 
07, he raised it to $700 in 1907-08. That 
increase was accompanied by a fall- 
ing off in sales, while profits increased 
slightly. But in 1908-09 he raised the 
price again to $950 and sales and profits 
both increased greatly. 

It should also be observed that while 
Ford’s sales fell off from 1907 to 1908 
about 30%, the sales of other manu- 
facturers increased 46%. And while his 
sales nearly doubled from 1908-og to 
1909-10, the first year of the famous 
Model T, the sales of other producers 
more than doubled from 1908 to 1909. 

It seems plain that the most important 
factor responsible for the fluctuations in 
Ford’s sales was not his price policy but 
the rapid growth and changing distribu- 
tion of the national income. The last 
half of 1906 and the first half of 1907 
were prosperous periods; during the fol- 
lowing twelve months we went through 
a depression; but from the middle of 
1908 until 1916 the national income was 
increasing, and especially the incomes 
received by farmers and wage earners. 
The natural result was that after 1910 
the manufacture of cheap cars became 
more profitable than that of expensive 
cars, because a new buying public was 
available, consisting largely of farmers 
and wage earners. Ford, by being first 
on the ground with a really practical 


cheap car, obtained the greater part of 
the new market. But that market was 
not created by his price policy. All that 
policy did was to give to him, rather 
than to someone else, the market that 
had come into existence, and it could not 
have done that much if his car had not 
possessed some points of superiority over 
its rivals and predecessors in the same 
price class. After his methods of pro- 
duction had been altered to meet condi- 
tions of mass production he was able, 
because of reduced costs, to offer more 
value for less money and to take away 
business from the makers of cars in the 
higher price classes, until they also re- 
adjusted their methods to meet the new 
situation. 

There are some passages in Mr. 
Adams’ chapter that suggest a certain 
animus against the capitalistic system, 
or perhaps it is only an attempt to out 
Veblenize Veblen. For example, he im- 
plies that the capital invested in the 
automobile industry was unfairly ob- 
tained. “From early days to the pres- 
ent,” he says, “the consumer has 
usurped the role of investment banker 
and has furnished the industry with re- 
sources sufficient to meet the needs of 
productive capital.” ““The consumer has 
been permitted to pay a price which in- 
cludes an interest charge on the invest- 
ment which came out of his own pocket.” 
But to say that reinvestments out of 
profits are capital furnished by con- 
sumers is to overlook the fact that the 
consumer gave up all claim to his money 
in exchange for what looked to him and 
was usually a very good equivalent. 
Moreover the money came from past con- 
sumers, not from the later ones who are 
said to be paying interest on their own 
money. 

Another passage of this sort is where 
he refers to the costs of unemployment 
relief which are borne by the state, with- 





328 


THE JOURNAL OF MARKETING 





out mentioning that some other indus- 
tries have less regular employment than 
this one, and that moreover the auto- 
mobile industry has paid in taxes much 
more money than its workers have re- 
ceived in relief. 

The other writers seem to have in 
common a conviction that the price sys- 
tem has been working badly, either be- 
cause industry is dominated by large 
concerns with semi-monopolistic power, 
or because competition has been exces- 
sive. Mr. Abrahamson, it is true, in his 
chapter on automobile tires, admits that 
the industrial warfare in that industry 
has served the motorist well, and that 
regulation might arrest change and im- 
pose a higher price upon the buyer. But 
the other authors seem agreed on the 
necessity of government control of 
prices and socialized planning. And by 
this they apparently mean more than 
the setting of minimum standards of 
wages and hours, and hygiene and ethics 
in advertising. They apparently wish to 
protect the smaller and less efficient 
producers against loss and the consumer 
against the results of his own bad judg- 
ment—to replace the principle of “‘sur- 
vival of the fittest” by that of “survival 
of all producers,” and to replace the 
principle of consumers’ choice by that of 
bureaucratic prescription. What they 
have in mind seems to be something be- 
tween the guild system and _ state 
socialism. 

The writers also share a fondness for 
the quaint terminology of institutional 
economists and their New Deal imi- 
tators. Words like “process,” “‘pattern,”’ 
“folkways,” ‘“‘culture,” “concretion” 
(whatever that may mean), “cate- 
gories,” “formula,” “technique,” ‘“‘ra- 
tionale,” and “‘pecuniary calculus,” are 
sprinkled liberally through the volume. 
They do not aid in clarifying thought, 
however much they may aid in creating 


an appearance of profundity. In fact one 
may suspect at times that the glibness 
of the patter obscures the weakness of 
the matter. 

Let us turn now to the two chapters 
contributed by the editor. On pp. 531- 
535 there is a description of the uncer- 
tainties concealed by a price quotation 
that should be required reading for all 
persons who are inclined to place un- 
questioning faith in index numbers. The 
following pages contain a provocative 
discussion of accounting practices and 
their effect on price making. By “‘pro- 
vocative’” I mean of course, as reviewers 
usually do when they use the term, that 
it contains some ideas that the reviewer 
finds provoking. For example: the state- 
ment that “where competition intrudes 
with its pressures the whole can never 
be the sum of its parts.”” What he means 
by that, in plain English, is that some 
of the costs of doing business under a 
competitive system do not in his opinion 
increase the value of the goods to the 
consumer. The same would be true of 
course of some of the costs of doing busi- 
ness under a system of consumers’ co- 
operatives, or fascism or communism, 
or N.R.A.’ism. A serious analysis of such 
costs with a view to reducing those that 
on close examination are found to be 
wasteful would be more useful than 
empty generalizations and_ sarcastic 
aphorisms. 

Referring to the consumer’s sensitive- 
ness to variations in the price of gasoline 
as between competing filling stations, 
Dr. Hamilton makes a statement that is 
somewhat surprising: “Here price has 
completely departed from the task of 
controlling demand and has assumed 
the role—so far as the industry will per- 
mit it to be played—of distributing busi- 
ness among the various sellers.”” But has 
it not always been assumed by econo- 
mists that in a competitive regime, 
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sellers can and will attempt to attract 
customers by offering better terms than 
their competitors? And that sellers of 
inferior goods or those located in less ac- 
cessible situations will charge less than 
those better located or offering more de- 
sirable wares? This is not a new role as- 
sumed by price, but one of its primary 
functions. 

When Dr. Hamilton complains that 
ups and downs of market price do not 
reduce or increase the total demand for 
gasoline, he is confusing that static phe- 
nomenon of elasticity of demand at a 
given time with the dynamic phenome- 
non of changing demand. The whole 
demand curve moves to the right when 
business is active and consumers feel 
prosperous, and to the left in the op- 
posite state of affairs. High consumption 
causes high prices. But it is still possible 
to believe that if prices did not rise 
when the demand became more intense, 
consumption would increase even more 
than it does in boom periods; and that 
is all that traditional economic theory 
expects of price as a controller of total 
demand. 

Dr. Hamilton’s general impression, as 
stated on page 547, seems to be that flex- 
ible prices have failed to adjust output 
to the needs of society. Strangely enough 
he does not blame price rigidity, at least 
not by name. His contention is that the 
workings of price are obscured by cus- 
tom—meaning not only the conventions 
of accounting and business practice but 
especially the habits and social standards 
of consumers. Nevertheless on page 548 
he refers to the possibility “in a great 
number of industries” of tapping fresh 
sources of demand by means of price 
reductions, and thus reducing unit costs 
by spreading thinner the fixed overhead. 
This point is of so much i importance that 
I feel compelled to analyze it further. 

According to the statistics available 


in the Census of Manufacturers and the 
income tax statistics, from 70 to 75% 
of the costs of manufacturing are direct 
costs, not susceptible of being spread 
thinner by increasing the output, but 
themselves increasing directly with the 
output. 

Now if only 30% of the costs are over- 
head, a reduction in price of 10% would 
reduce the overhead per unit of output 
one-third, and the total overhead of the 
concern would be reduced unless sales 
increased 50%. To make such a cut ad- 
vantageous to the concern (either by in- 
creasing profits or reducing losses) the 
elasticity of demand would have to be 
five or more. Obviously reduction of 
price to offset a declining demand can- 
not be made only out of overhead. Direct 
costs, such as materials and wage rates 
must be cut also if lost demand is to be 
regained. But none of the critics of busi- 
ness are willing to follow the logic of this. 
They insist that wage rates must be 
maintained or increased in order to in- 
crease purchasing power, disregarding 
the fact that purchasing power is a 
function of employment and annual in- 
come, not a function of wage rates—un- 
less it be a negative function. 

Dr. Hamilton also states ‘‘for decades, 
until the T.V.A. came along to quicken 
sluggish currents of thought, the whole 
effort of the public utilities was directed 
toward increasing valuation, enlarging 
the rate base, and collecting more reve- 
nue from its customers.” 

Has he ever studied the rates per kilo- 
watt-hour over the years? The index 
number of the Edison Electric Institute, 
showing the average price of residential 
electricity, fell from 124 in 1913, and 117 
in 1918 to 100 in 1926, 97 in 1927, 90 in 
1929, 80 in 1932, and 63 in 1937. From 
sey. to 1932 (five years) the fall was 
174%. From 1932 to 1937 (also five 
years) the fall was 213%. That was cer- 
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tainly not much of a difference and could 
easily be accounted for by lower con- 
struction costs and lower interest rates 
on borrowed money, without any refer- 
ence to the T.V.A. Sales promotion rates 
and the sale of household equipment on 
the instalment plan were also common 
long before the T.V.A. It is true that the 
B.L.S. index of the price of electricity 
shows a somewhat different picture, but 
that index is obviously as defective as 
is the B.L.S. index number of automo- 
bile prices. 

Dr. Hamilton also states: “It required 
the action of the I.C.C. to impose a rate 
of two cents the passenger mile upon the 
railroads to stir a potential demand into 
being, and to compel the common car- 
riers to make money.” This passage was, 
of course, written before the failure of 
fare reduction to make money for the 
common carriers caused the 2-cent rate 
to be abandoned. 

In conclusion I must say that this 
book as a whole is written from the point 
of view of those who see clearly the faults 
of the free competitive system—includ- 
ing some that I would consider imagi- 
nary—and are inclined to minimize its 
virtues. They overlook the outstanding 
fact that under that system the standard 
of living of the whole people, and es- 
pecially of the industrial workers, has 
increased enormously. Their remedy for 
the ills of the system is to institute some 
system of coercive control—to substitute 
official altruism or government paternal- 
ism for the profit motive and the princi- 
ple of consumer’s choice. In other words 
to go back to the principles of the 
“enlightened despots” of the 18th cen- 
tury. In order to raise the standard of 
living they wish to introduce a system 
of planned economy similar to that 
under which the standard of living re- 
mained low for centuries, and in the 
name of “liberalism” to destroy liberty. 





Reply by Watton H. Hamitton: 


It’s not for me to quarrel with Mr. 
Tucker. All of us read with the eye as 
well as from the page. If he uses a book 
as a series of stimuli with which to touch 
off his emotions, it’s not for me to object. 
It is rather to acclaim a grand passion 
which achieves in masterpiece what we 
poor souls attain only in miniature. In 
an age of doubt a faith has grandeur 
which prompts a man to fire his vagrant 
shots before ever he takes aim. 

As befits the economic moralist it is 
inner urge rather than target which 
touches off Mr. Tucker’s trigger. The 
chapter on automobiles—the one out of 
seven industrial studies he discovers— 
has to be wrong, whatever heroics he 
must exploit to make it so. So our prob- 
lem of how the motorcar became a 
cultural necessity is ignored. He makes 
us make low price alone account for the 
growth of the industry—by overlooking 
our consideration of factors which range 
from the importance of design through 
the mechanism of marketing to the state 
of technology in the critical decade.’ 
Our concern is with an acceptable instru- 
ment of transportation—Mr. Tucker 
counters with facts about a one or two 
cylinder contraption uncertain on its 
legs.2 We attribute results to a price 
policy sustained long enough to explore 
a market—he refutes with a scattering 
of “quoted prices.’’* At last, recognizing 
that the identity of a car doesn’t stay 
put, he admits in retreat that Ford, 


1 A trade-practice among reviewers demands a peep 
at the table of contents. There, in Price and Price 
Policies is set down, as section heading, an array of 
other factors. 

2? It goes without saying that in respect to the automo- 
bile the identity of the article varies from year to year 
and price figures are incomparable. See the work cited, 
pp. 28-43. 

§ Mr. Tucker admits that our discussion of the fiction 
of the quoted price ought to be “required reading.” In 
his figures he performs the feat of pricing an article by 
naming the price and forgetting to identify the article. 
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“first on the ground with a really prac- 
tical cheap car,” grabbed the market. 
Then, in sudden reverse, he accuses us 
of making “low price’’ the “‘sole cause” 
of the motorcar’s popularity—whereas 
other reviewers have complained that in 
the multiple of factors considered we fail 
to make the matter simple.‘ 

As Mr. Tucker swings from detail to 
general argument he remains the man of 
morals. We use the words pattern, tech- 
nique, process, culture—such verbal 
coinage does not bear his stamp and 
must not circulate. We confuse the 
static with the dynamic phenomena of 
demand—yet our pages are free, con- 
sciously free, of so mechanistic a dichot- 
omy.> We consider potentialities in in- 
dustry which might be quickened into 
production—and he checkmates with a 
Census Report which presents the frozen 
figures of past performance. Such an 
objection could as logically have held us 
tight within the techniques of handi- 
craft. We are not permitted to recite 
that the automobile industry was fi- 
nanced by “‘plowing back’”’ receipts from 
consumers and are denied listing inde- 
pendence from the investment banker 
as an element in price policy—for people 
might think that the practice is naughty. 
He makes an increase in the national in- 
come automatically account for the wide 
use of the automobile—so in a struggle 
of rival industries for consumers’ dollars 
price policies and marketing devices are 

* Price and Price Policies, p. 28 and passim. “A drop 
in price does not in itself increase demand. . . . A lower 
price merely removes the pecuniary obstacle to the pur- 
chase of an article that is wanted and makes it a candi- 
date for wider consumption. But the demand itself must 
wait upon a wider appreciation of the good.” At p. 546. 
Any student of marketing, I dare say, will concur. 

® Note Mr. Tucker’s remark, “The whole demand 
curve moves to the right when business is active and 
consumers feel prosperous.” It of course does nothing 
of the kind. A general increase in purchasing power in- 
troduces a new factor into a situation. Its incidence in 


demand varies enormously from commodity to com- 
modity. 


rhetorical flourishes. We are damned for 
not going along when he explains that 
price is a universal “controller of total 
demand”’—and we are damned for going 
along when we explain that, in gasoline, 
price distributes custom among com- 
petitors. Again and again we have never 
heard of this and have never considered 
that—some little birdie must have told 
him. All the studies he admits are well- 
written and readable—from their very 
literacy he deduces their want of merit. 
We find industries in their several de- 
grees to work only as well as they work 
—to him, question, comparison, fault, 
flaw are an outrageous attack upon the 
acquisitive urge and “the profit mo- 
tive.’”6 

All along the line a man of righteous- 
ness rapes sentences from their context, 
fuses them with alien meaning and lays 
on in the name of his gods. It is not for 
us to lament that an indulgence to feel- 
ing prevents a review of our book. It is 
rather to accept graciously his compli- 
ments; for, to draw so violent and ir- 
relevant a barrage, our studies must be a 
far greater threat to his vested ideas 
than ever we thought. It is only one dis- 
traught in his deepest convictions who 
strikes out wildly before locating the 
object of attack. I wonder if such devo- 
tion as he accords is really helpful to 
“the free competitive system.” Isn’t it 
arid abstraction, fitted out with just 
such a benediction, which has caused so 
much distrust of economics in business 
circles? It is true that in Price and Price 
Policies we haven’t said that private 
enterprise can do no wrong, the govern- 


* Mr. Tucker’s illustrations are not always happy: 
Notice the ill luck which attends his attack upon the 
decree by the I.C.C. of a 2-cent passenger rate for the 
railroads. The failure of the 2-cent fare, to which he 
refers, was never a fact; the increase to 24 cents was 
allowed by a bare majority for an experimental period 
only; the insistence by the railroads of a lower rate was 
well under way when he wrote. 
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ment no good.’ But we have, for a 
number of industries, exhibited a tangle 
of human behavior, concerned with 
everyday things, caught up in a dramat- 
ic game—and many business men like it. 
In aloofness Mr. Tucker finds ‘‘an 
animus against capitalism” in our chap- 
ter on automobiles—executives in the 
industry to whom the manuscript was 
submitted did not discover it. A number 
of persons high in the circles of oil have 
said—I quote the words of a single one 
—“T have my quarrels with you, but 
yours is the only book which describes 
the oil industry that I know.” And a 
dress manufacturer scribbles, ““You’ve 
got us down cold, but you’re too hard 
on us.” The venture goes only a little 
way; for at best we can have only seven 
down cold—and ten times that number 
demand kindred treatment. Only one 
who has struggled valiantly knows how 
hard it is to get a little of reality down 
on paper. But do not the needs of in- 
dustry and government alike demand an 
attack upon concrete cases? 

Why not for a while forget the Tuckers 
—and get down to reality? As for a 
national choice between the “competi- 
tive system” pure and undefiled and the 
tyranny of a “‘planned economy,” there 
isn’t any such question. The “‘free com- 
petition” he professes has long since 
been corrupted; the “enlightened despot- 
ism’”’ at which he shudders is nowhere 
in the offing. In every industry private 
enterprise and the state weave in and out 
in diverse ways. As any student of 
marketing knows, every business has its 
zones of freedom and of restraint. In any 


7 Mr. Tucker’s ire against all, even remotely, con- 
nected with the New Deal is too obvious to be set down 
in the text. Note how, in a universe of black and white, 
he distorts a critical attitude towards particular trade 
practices into “‘the necessity of government control of 
prices and socialized planning.” Passion alone could 
effect such a contradiction between what is written and 
what he honestly thinks he has read. 


concern there are a dozen points at which 
discretion can be exercised and as many 
more where conditions must be accepted. 
Most things are matters of instance; 
most questions of degree. It is in the 
stream of petty accommodations that 
great issues get settled. 

And isn’t it high time that the student 
of marketing quits eating humble pie for 
the theorist? As yet speculation has con- 
trived no theory of industry which 
marketers can accept. And it can, for all 
its logic and “straight thinking,” exhibit 
no more than is hidden within its postu- 
lates. The student of marketing has at 
hand actuality, a world which it has 
taken millions of men to fashion. He can, 
item by item, trace his goods to their 
sources and follow them to their ulti- 
mate uses. To him the way of concretion 
reveals a variety, a color and a drama 
which no deduction from principle can 
ever come upon. As case follows case, 
lines will stand out; and there will 
emerge an industrial order richer, more 
intricate, far more significant than ab- 
straction can ever attain. Price and Price 
Policies is but a single step towards that 
good end. Honest work day by day may 
succeed where aerial flight fails. Is it too 
much to hope that in time the study of 
marketing will achieve that generalized 
picture of industry at work which as yet 
eludes us? 


LOW PRICES AND BIG 
BUSINESS: A CRITIQUE 


By Corwin D. Epwarps 


Industrial Price Policies and Economic 
Progress, the latest statement from 
the Brookings Institution about prices, 
may be regarded as propaganda for 
low prices, addressed to managers of 
large enterprises, or as a work addressed 
to the community at large. In these 
comments, I shall not be concerned with 
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its possibly persuasive effect upon busi- 
ness, but only with its adequacy as an 
account of the policies it describes and 
appraises. 

The broad outlines of the argument of 
the book can be so stated that they will 
arouse substantially no disagreement 
among economists. So formulated they 
would be as follows: 

A concern which has some control 
over prices is nevertheless limited in its 
ability to charge high prices by such 
factors as potential competition, the 
competition of substitute commodities, 
and the fewness of the buyers who can 
afford to pay so much. It may pay a 
concern which can control its prices to 
reduce these prices from time to time. 
Among the conditions which facilitate 
such price reduction are declining costs 
and a large potential market which can 
be tapped at a lower price. Often a con- 
cern will fail to take advantage of all op- 
portunities for profitable price reduction 
because it misapprehends the character 
of its potential market or of its costs, and 
adheres blindly to a tradition of price 
maintenance. If we are to have business 
enterprises which exercise appreciable 
power to fix their own prices, it would be 
preferable for such enterprises to be 
keenly aware of the occasions when price 
reduction rather than price maintenance 
is the profitable policy. 

Unfortunately, the book does not 
make its point so modestly. Although 
the introduction treats policies of lower- 
ing prices as matters of considerable 
controversy and disagreement, the argu- 
ment becomes more optimistic as it pro- 
gresses, until on page 84 the authors 
categorically declare that the large scale 
purveyor of consumers’ goods “‘functions 
in effect as the purchasing agent for a 
great body of consumers,” that “‘there is 
a strong tendency not merely to achieve 
technological gains but also to pass them 


on to consumers,” and that “this thrusts 
consumer welfare to the forefront of the 
business picture in ways which approxi- 
mate the ideal set-up under the Utopian 
schemes of consumer cooperation or ‘the 
cooperative commonwealth’.” 

Thus the argument becomes much 
more than an exposition of the condi- 
tions under which it pays a quasi- 
monopolistic enterprise to cut prices. It 
asserts that there is a strong tendency 
for big business to reduce prices, that 
small business concerns often cannot 
achieve comparable results, that atomis- 
tic competition has been set aside for 
technical reasons and can no longer be 
relied upon as a regulating force in in- 
dustry, and finally that “‘competition is 
quite as keen and much more productive 
of results when we find industrial giants 
marshalling their mighty resources to 
perfect new techniques and new schemes 
of organization through whose use more 
and better goods may be put within the 
reach of the masses.” 

Statements so sweeping on issues so 
important are not easily swallowed. One 
way of judging them might be to look at 
the low incomes found by an earlier 
Brookings study, at the unemployment 
of men and industrial equipment, at the 
proceedings of government against the 
sale of commodities misrepresented or 
dangerous to health and against re- 
straint of trade in violation of the anti- 
trust laws. Such a survey might lead to 
the conclusion that if atomistic competi- 
tion has indeed been set aside the 
beneficence of the substituted quasi- 
monopolistic business system has been 
seriously overestimated by the authors. 

For the nature of this overestimate, 
let us turn to the argument of the book 
in detail. 

I 

The authors advocate a low-price 

policy. At various points they indicate 
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that their standard for judging the per- 
formance of the economic system is the 
full use of available resources. One 
should not conclude, however, that by 
low prices the authors have in mind 
prices low enough to accomplish such 
full use. They argue for low prices only 
in cases in which the efficiency of output 
is being increased. “If any industry is so 
circumstanced that no further technical 
progress is attainable,” they declare, 
“obviously there will be nothing to pass 
on.” This statement amounts to a denial 
of their intention to suggest price cuts 
which might reduce the profits of an 
enterprise. Thus the validity of the cur- 
rent price structure is taken for granted 
or brushed aside as of little significance, 
and the test of a low-price policy is 
merely: what happens when efficiency is 
increased? For example, an industry may 
have built up over a generation a price- 
controlling monopoly, prices high enough 
to limit the use of the product, a high 
rate of profit, and a correspondingly 
high capitalization of its earning power. 
Nothing in the discussion makes the 
point that in such a case prices and 
capital values should fall in order to pro- 
mote full use of the productive poten- 
tialities of the industry. An instance 
like this is mentioned in the book—that 
of the Aluminum Company, the sole 
manufacturer of virgin aluminum ingot 
in the United States. The comment con- 
cerning the company’s price policy ad- 
mits that a wide margin above cost, 
established by former price raising, still 
prevails, but nevertheless emphasizes 
price reductions since 1926 and by im- 
plication offers the company as an illus- 
tration of a low-price policy. 

Even within the limitations which 
they set for themselves, the authors re- 
gard a wide variety of tactics as in- 
stances of a low-price policy. First, a 
concern is following such a policy if 


it reduces prices from former levels, 
whether or not this reduction is willing 
or reluctant, and whether or not the 
price falls as much as the reduction in 
cost which goes with it. The authors 
gloss over the point that a concern which 
is in business for profit will seek to maxi- 
mize its income, and hence will share 
with the consumer its gains in efficiency 
only in so far as competition forces it to 
do so or as potential increase of sales 
makes price reduction the most profit- 
able policy. They assume that demand 
is usually elastic enough to call for lower 
prices in the seller’s own interest. They 
apparently consider any price reduction, 
whether much or little, an expression of 
a low-price policy. In the case of electric 
refrigerators, the collapse of a policy of 
price maintenance because of mail order 
competition during the depression is 
treated as an instance of a low-price 
policy. 

Discriminatory price policies which 
lower prices to some customers and not 
to others are also treated as low-price 
policies. The authors cite cases in which 
particular enterprises secure a fuller use 
of their equipment by making promo- 
tional prices to a part of their market. 
In describing such cases, they do not 
distinguish prices which provide the con- 
sumer with an incentive to buy more 
regularly, or otherwise to avoid wasteful 
purchasing, from prices which merely 
exploit different portions of the market 
according to each portion’s ability to 
pay. Neither do they distinguish price 
discriminations between non-competing 
consumer groups from price discrimina- 
tions whose effect is to give one compet- 
ing buyer an advantage over another. 
Discriminations between competitors 
are likely, as time passes, to divert 
rather than enhance the volume of trade. 
Even discriminations between ultimate 
consumers which have the effect of 
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charging the rich and the poor according 
to their relative ability to pay may be 
very questionable ways to secure more 
general use of goods and greater equality 
of real income. It would be far better to 
apportion incomes properly than to pro- 
vide a corrective by a privately levied 
equivalent to the graduated income tax. 
Yet here such discriminations are cited 
in justification of quasi-monopolistic in- 
dustrial structures which may them- 
selves have contributed to the inequality 
of incomes. 

A third form of low-price policy is said 
to be the improvement of the product 
without change in price. The authors ap- 
parently have some hesitation about 
how to classify such changes, for they 
treat the addition of gadgets at relatively 
minor expense, as well as the setting up 
of repair and maintenance facilities, as 
alternatives to a low-price policy rather 
than as examples of it. Nevertheless, 
they declare that a rise in quality, price 
remaining unchanged, is almost the 
same as a fall in price without a change 
in the product. Although they start from 
a desire to get productive capacity fully 
used, they appear to ignore the point 
that a better product at the same price 
probably cannot be bought by those who 
could not afford it before its improve- 
ment in quality, whereas the same prod- 
uct at a lower price taps new levels of 
consumption. 

Simultaneous reduction in price and 
quality is also treated as a form of low- 
price policy, even if quality has fallen 
faster than price and the profit margin 
has been increased. The examples offered 
are cases in which some elements of 
quality were eliminated in redesigning; 
and apparently the unexpressed thought 
in the authors’ minds is that the deg- 
radation which took place was rela- 
tively unimportant. Their theoretical 
statement is so broad, however, that it 


would include the case in which a pre- 
serve manufacturer puts more and more 
sugar and less and less fruit in his prod- 
uct and thus takes advantage of the 
consumer’s ignorance to impair the es- 
sential nutritive characteristics of the 
commodity. 

Finally, an increase in sales effort is 
said to be a low-price policy if the sales 
activity gives information concerning 
new products or offers useful service or 
technical advice. Liberal credit terms, 
however, such as may prevail in instal- 
ment sales, are treated as alternatives to 
price cuts rather than instances of them. 
Even style elements introduced into the 
merchandise, and special sizes or types 
of article adapted to the individual 
buyer, are regarded as alternatives to 
price reduction. Hence the authors’ 
statement that sales effort may be price 
cutting probably should be taken, not as 
an important part of the argument, but 
as an expression of perplexity as to just 
how far their conception of a low-price 
policy really carries them. 

A summary may convey the breadth 
of this idea of a low-price policy. If the 
price has fallen through time, it evi- 
dences such a policy, whether or not the 
product has been changed meanwhile. If 
a change has been made in the product 
and the price has not been increased, the 
alteration is evidence of a low-price 
policy provided it can be interpreted as 
an improvement. If new discriminations 
in price have been introduced, and some 
of these discriminatory prices are lower 
than formerly prevailed, they appear to 
indicate a low-price policy. If sales effort 
has been intensified and has adopted any 
of the techniques of helpfulness, this 
may be interpreted as the equivalent of 
low prices. Only if the money price has 
actually risen or if the quality has fallen 
without change in price is there absence 
of such a policy; and even here the 
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reader is left uncertain as to whether the 
authors might not describe the policy 
as one of low prices if in their judgment 
an increase in quality had out-stripped 
the increase in price. 

Perhaps the indiscriminate nature of 
the concept of low-price policy is due to 
the fact that the authors have conceived 
their problem as one of ethical appraisal 
rather than industrial balance. They be- 
lieve, and are anxious to show, that big 
business makes for progress; and for this 
purpose they lump together the price 
policies they consider socially desirable. 
These price policies differ considerably 
in their effect upon mass consumption, 
degree of employment, and balance in 
the price structure; but such differences 
are not discussed. 


I] 


The sequence of events in the develop- 
ment of a low-price policy is interpreted 
by the authors as being, first, achieve- 
ment of economies, and then reduction 
of prices. Some of their illustrations fit 
this pattern. In other cases, however, 
price reduction came first and economies 
were the direct consequence of the re- 
duction. Price policies designed to bring 
about fuller use of existing equipment 
are of this character. A third pattern of 
price reduction is apparent in their 
illustrations, though they do not discuss 
it in their theoretical statement. It is one 
which appears with unfortunate fre- 
quency in modern business. In this pat- 
tern the members of an industry attempt 
to raise prices and to enhance their 
profits. Consequently they attract new 
enterprises into the industry and stimu- 
late the development of substitute goods. 
Under the pressure of the new competi- 
tion thus induced, the price breaks, not 
only back to, but below its former levels, 
and low prices accompany a desperate 
struggle for survival. 


The economies upon which price re- 
duction is supposed to rest include both 
redesign of the product and change in 
the methods of producing it. Economies 
in production methods are discussed as 
aspects of the development of large scale 
enterprise. What the authors mean by 
large scale production, however, is far 
from clear. On page 81 they say that 
large scale production is not synonymous 
with the large industrial concern; indeed, 
that large concerns may be so diversified 
as to exhibit small scale production, 
whereas small specialized concerns may 
be excellent examples of mass produc- 
tion. At this point, large scale produc- 
tion appears to mean a degree of 
specialization which is appropriate to the 
technology and the size of the market. 
Elsewhere in the book, however, large 
scale production and the large enter- 
prise are taken to be synonymous. Thus 
on page 157 the talk is of large units of 
organization, and on page 58 of large 
corporate units of operation or control. 
In the final chapter, the authors con- 
clude that they have shown that modern 
industry calls for relatively large units 
at certain strategic points. The thought 
is that an industry properly contains 
both large and small units, but the 
authors are careful to say that the ef- 
ficiency of the small units probably de- 
pends upon their interstitial place among 
the large ones. 

When talking about large scale pro- 
duction as synonymous with large units, 
the authors apparently have in mind 
both large plants and large enterprises. 
Many of the economies which they cite 
are characteristic of specialization within 
a single plant: for example, the develop- 
ment of super-machines and straight- 
line assembly. Other economies are at- 
tributes of the large administrative unit 
—ability to undertake extensive experi- 
ments, vertical integration, diversifica- 
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tion of products to spread sales expenses, 
the use of scarce and expensive executive 
talent. There is scarcely a hint that there 
is any limit to the opportunity to 
achieve further economies by further 
growth either in size of plant or in size of 
business unit. 

The prevalence of these economies is 
accepted almost without qualification or 
question. For example, there is no dis- 
cussion of whether, as a corporation 
grows in size, the job of running it grows 
more or less rapidly than its access to 
better managerial talent. The authors 
take for granted that brilliant men can 
run large corporations better than less 
capable men can run smaller ones. The 
tendency to develop  cross-purposes, 
cliques, and red tape in a large corpora- 
tion is ignored, but the statement is 
made that there is an economy in elabo- 
rating a group organization combining 
many special proficiencies complemen- 
tary to and stimulating to one another. 

Again, the large corporation is said to 
be the most efficient means by which 
extensive and intensive development of 
markets can be undertaken. Of course, 
if the concern were smaller its market 
would not need to extend so far, but 
this qualification is not mentioned. In 
the ordinary case, the chain of develop- 
ment seems to me to be the reverse of 
that assumed by the authors. The cor- 
poration’s growth tends to outstrip its 
market, and, in an effort to preserve its 
size against the inroads of smaller con- 
cerns with local access to parts of the 
market, the large enterprise is forced to 
undertake an extensive and intensive 
cultivation of sales. 

Because of the inflexibility of large 
scale enterprise, idle capacity is pecu- 
liarly characteristic of industries where 
the business unit is large and processes 
are highly mechanized. The costs of such 
idleness are offsets to the economies of 


size which any manager must consider 
in planning his enterprise. To society 
they are of major concern. The question 
of idle capacity is segregated, however, 
from this discussion of economies; and 
devices for reducing the degree of idle- 
ness are treated as additional and sepa- 
rate economies. Such an organization of 
the data is very much like estimating 
the solvency of a corporation by con- 
sidering its assets and recent reductions 
in its funded debt without counting the 
remaining liabilities. 

A striking illustration of the one-sided 
character of this citation of economies 
is the statement that the cost-lowering 
influence of large scale production ex- 
tends to related industries because the 
large concern can give advance assurance 
to its sources of supply as to what vol- 
ume of materials it will take and at what 
time. I have no doubt that such cases 
may be found. More impressive, how- 
ever, is the large corporation’s achieve- 
ment of economy by forcing the enter- 
prises from which it buys to carry as 
much as possible of the uncertainties 
and wastes which accompany changes 
in plans. This was a major source of 
difficulty during N.R.A. Production in 
the upholstery industry, for example, 
was found to be excessively irregular 
because certain large automobile buyers 
of upholstery can and do require quick 
deliveries when their market justifies a 
large output of automobiles, but suspend 
or cancel orders for upholstery on short 
notice if their own plans change. 

Perhaps the most amazing economy 
attributed to the large concern appears 
in the last chapter. I quote: “Daring, 


broad-scale innovations in the way of 
technique and price experimentation in- 
volve large forward commitments which 
often cannot be made by small business 
concerns, no one of which can control 
a volume of supply large enough to have 
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a significant influence in the market.” 
Literally, this sentence says that a con- 
cern cannot change prices or technique 
on a broad scale unless it operates on a 
broad scale. This is, of course, true but 
irrelevant. A number of small concerns, 
each making its changes on a narrow 
scale, would accomplish a broad result. 
But the implication seems to be that 
small concerns cannot cut prices because 
small concerns have not the resources 
to experiment with their technique of 
production. Remembering young Ford, 
young Hall, and other youngsters whose 
experimentation was the beginning of 
concerns now ponderous, I can only sur- 
vey this statement with wonder. 


Il 


In some of the case studies which un- 
derlie this book, the identifying details 
are apparently confidential; in others the 
authors appear to have relied on bro- 
chures published by the companies, and, 
in One case, on a statement by Mr. W. 
J. Cameron on the Ford Sunday Evening 
Hour. 

In certain cases with which I am fa- 
miliar, I disagree sharply with the au- 
thors’ interpretation of the facts. Thus, 
in the chapter on the recent relation of 
large corporations to prices, two indus- 
tries, petroleum and aluminum, are dis- 
cussed as illustrations of a trend toward 
low price policies. In the case of petro- 
leum, the authors remark that attempts 
at control of prices were made in 1931, 
1932, 1934, and possibly 1933, and they 
take note of the Department of Justice’s 
recent conviction of leaders in the indus- 
try for price fixing in 1935. They state, 
however, that competition in the indus- 
try is more intense than before the war, 
and apparently take this competition as 
evidence of a low-price policy. The case 
of aluminum has already been discussed. 
It is noteworthy, however, that as part 


of their evidence of a low-price policy 
in this industry, the authors cite a state- 
ment by the Chairman of the Board of 
the Aluminum Company issued April 8, 
1937, to the effect that in spite of rising 
metal prices current prices for aluminum 
would not be advanced. This statement 
should be considered in the light of the 
fact, not mentioned by the authors, that 
two weeks later the Department of Jus- 
tice filed a petition for dissolution of the 
company. 

Again, the report of a committee of 
agricultural engineers is cited to show a 
great improvement in the quality of 
agricultural implements between I914 
and 1932, and the conclusion is drawn 
that the manufacturer is throwing him- 
self sympathetically and intensively into 
the task of making sure that what he 
puts into his product will count for the 
most from the consumer standpoint. In 
the Federal Trade Commission’s report 
on the agricultural implement industry, 
which was published at about the same 
time as this book, it appears that the 
study of these implements was financed 
by the Farm Equipment Institute and 
conducted in part by employees of the 
manufacturers of such implements, but 
was published in such a way as not to 
reveal the interested source of the claims 
it contained. The Commission agreed 
that there had been improvement in the 
quality of farm machinery, but recorded 
its belief that these improvements were 
being made the basis of a specious de- 
fense of an unjustified level of farm 
machinery prices. 

If the degree of the efficiency and 
beneficence of big business is to be de- 
termined, there must be a wider and 
more careful survey of facts and a far 
more critical analysis of them. The rela- 
tive efficiency of concerns of different 
size should be appraised after attention 
to the savings and wastes which char- 
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acterize each. Size based upon efficiency 
should be distinguished from size de- 
veloped in order to reduce price com- 
petition. Low-price policies should be 
more sharply distinguished from efforts 
to exploit the market by sales effort, 
product differentiation, and price dis- 
crimination. Price changes due to price 
policy should be distinguished from price 
changes made under competitive pres- 
sure after price policy has over-reached 
itself. Questions about the reasonable- 
ness of current prices should be con- 
sidered. There should be an account, 
not only of the effect of economies upon 
price policy, but of the relation of price 
policy to changes in demand, and par- 
ticularly to the business cycle. 

Some of these issues lie outside the 
scope of this book, although until they 
are considered the book’s appraisals 
must be regarded as premature. The 
failure to cope with relevant issues is 
so conspicuous, however, that one is 
forced to believe the authors asked 
themselves what they could find which 
could be interpreted as an expression of 
harmony of interest between large busi- 
ness enterprises and the economic com- 
monwealth. When work is so focussed, 
the result depends upon the doggedness 
with which the optimism of the inter- 
preter can filter the facts. 

I should not like my discontent with 
the analysis and conclusions of this book 
to obscure a sincere tribute to one aspect 
of the authors’ method of work. To them 
the economic process is a process of 
human behavior, and the technique for 
discovering what goes on is to go out and 
see. A few years ago the economic pro- 
fession began to think seriously about 
the effect of size and of the differentia- 
tion of goods upon the market. This was 
an important step toward looking at the 
world instead of devising heroic abstrac- 
tions about the perfect market, the eco- 


nomic man, and the calculus of utility. 
There is, however, still too much tend- 
ency to assume that business behavior 
can be predicted by rigorous price logic 
unsupported by observation and that 
the drawing of curves at a desk can be 
substituted for the collection of data in 
the field. When a generation of econo- 
mists has sought to observe what goes 
on in the price making activity of in- 
dustrial executives, the theory of prices 
and markets will be in a much healthier 
state. 


Reply by Epwin G. Nourse: 


It is a severe and sweeping indictment 
of “Industrial Price Policies and Eco- 
nomic Progress” which has just been 
presented. Time does not permit us to 
reply count by count to the various 
charges relating not only to the con- 
clusions but also the method and spirit 
of our study. Something may be said 
briefly on a few major points, however, 
to show wherein Mr. Edwards has mis- 
apprehended the scope and purport of 
the book. 

Beginning on the more welcome note 
of agreement on such points as we ap- 
pear to have in common with our critic, 
we underline his statement: “Jf the de- 
gree of the efficiency and beneficence of big 
business is to be determined, there must be 
a wider and more careful survey of facts 
and a far more critical analysis of them.” 
Our objective was not, as Mr. Edwards 
assumes, to justify or even to appraise 
in any complete way the position of the 
large concern in the national economy. 
What we said about size was incidental 
to our search for light on the question of 
how the price process is working out 
today within the ambit of monopolistic 
competition and of what results flow 
from various courses of action followed 
by industrial executives, particularly 
when they follow the low-price line of 
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attack. Of the three major objectives of 
our exposition as resumed on page 250, 
“bigness” was only one among several 
aspects of the third objective. 

Mr. Edwards observes with approval 
that in the performance of our task, we 
did not content ourselves with “devising 
heroic abstractions” and trying to pre- 
dict business behavior “‘by rigorous price 
logic... and the drawing of curves at 
a desk.’ But, alas, when we went out 
into the world of business to see how it 
works, we proved so blind or gullible 
that our report is highly untrustworthy. 
Hence our findings fill him with wonder 
and dismay. Some of the implications 
which he reads into our utterances are 
indeed wonderful and might well cause 
dismay. 

The difficulty appears to be that when 
our study of business as it is actually 
conducted convinced us that there are 
forces operating in industrial pricing to- 
day which are frequently overlooked or 
misunderstood, we devoted our report 
primarily to bringing these aspects of 
the problem into the forefront of discus- 
sion. Unfortunately, but it would seem 
almost inevitably in a book seeking to be 
brief, we omitted discussion of other 
phases of the matter which, though no 
less a part of the whole picture, have 
been quite fully discussed by other writ- 
ers and perchance even overstressed. If 
there are in fact indigenous constructive 
forces emerging within the field of mod- 
ern corporate operations, it would seem 
to us important that they be recognized, 
studied, and cultivated for whatever 
contribution they may have to make 
toward the better functioning of our 
economy. We were impressed with the 
belief that such forces were discernible 
and that they have a contribution of some 
importance to make. But this by no 
means carries the implication that we 
think we have discovered a panacea. It 


does not mean that we could dispense 
with all forms of social control in this 
field even after these forces had been 
developed to the greatest usefulness of 
which they might prove capable. 

Mr. Edwards’ review carries the im- 
plication that no such shadings or qual- 
ifications of statement as those just 
indicated are to be found in our book. 
No doubt there are serious shortcomings 
in our form of exposition (aggravated by 
the brevity of the book, which necessi- 
tates the omission of much detail). Even 
so, words intended to convey such sense 
of perspective are by no means wanting. 
A single paragraph may be quoted: 


In pointing to the great gains which have 
already come and the still larger benefits to 
be anticipated from courageous and con- 
structive price-making according to the new 
industrial pattern, we have not been un- 
mindful of the misunderstanding of these 
new powers and their abuse by many big 
business concerns. We have indulged in 
Chapters VIII and IX in more historical ex- 
amination of the growth of “big business” 
than is compatible with the general scheme 
of treatment adopted for the book as a whole. 
Our purpose in so doing was to note the prog- 
ress in thinking which business men have 
themselves developed out of the relatively 
brief experience that our economy has had 
in the field of big business. We recognize 
that in the intoxication of their early power, 
many large-scale industries sought to sup- 
press competition, and the temptation to 
abuse their power is still present. But longer 
experience with these newer industrial situa- 
tions teaches the serious danger of such polli- 
cies. It shows that to snatch for the immoder- 
ate enjoyment of the moment’s fruit means 
fatal disregard of the means by which future 
harvests may be assured and enlarged. On 
the other hand, further experience piles up 
example. >f the long-run gains which flow 
from consistent policies of passing on the 
benefits of technological advance and turns 
the interest and activities of business men 
to more long-range types of strategy. 
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Throughout all the historical part of 
the book and as emphatically as we 
could make it in our conclusions, we 
have pointed out that though at a given 
time there may be no effective competi- 
tion at hand, in the long run competitive 
forces have much greater potentiality 
than has been generally recognized in 
many of the writings of recent years. 
If, as Mr. Edwards seems to feel, we 
left the impression that policies of price 
reduction voluntarily espoused by busi- 
ness men have been the sole or even the 
principal force making for lower prices, 
then we have been very unsuccessful 
indeed in conveying our intended mes- 
sage. Attention was directed to the fact 
that the advance in technological proc- 
esses had been such as to widen the 
range of substitution in both materials 
and methods and thus limit in impor- 
tant ways the effectiveness of monopoly 
power. Stress was laid also on the impor- 
tance of the anti-trust efforts first set in 
motion by Theodore Roosevelt and the 
continuing efforts at control by govern- 
ment. We have not made any effort to 
distinguish between voluntary price re- 
duction and that forced by circumstances 
because our analysis was vof primarily an 
ethical one and, according to our view, 
competitive and other pressures, far 
from falling in a different category from 
“voluntary” price reduction, constitute 
the principal reason why business men 
have often taken the initiative in lower- 
ing prices much more than would be 
called for by the degree of elasticity in 
the total demand for the product which 
they produce. 

Our critic finds the “beneficence of the 
substituted quasi-monopolistic business 
system has been seriously overestimated 
by the authors.” We must admit that we 
have some hope that in time there can 
be developed in the business world a 
considerable sense of responsibility for 


helping to maintain the general health 
of industry—especially in those fields 
where a few concerns have, because of 
their overshadowing position, ceased to 
be undertakings of only private conse- 
quence. And we would do everything in 
our power to increase such a sense of 
responsibility. We adduced some evi- 
dence from the world of business to show 
that a certain kind of constructive tend- 
ency has been introduced by particular 
“pacemakers” (this word threatened to 
become so overworked that we were 
hard put to it to find alternative expres- 
sions to keep this idea steadily in the 
readers’s mind). How extensively these 
types of business policy will be adopted 
by others, how widely this influence may 
be disseminated, we do not profess to 
know. The last chapter, therefore, was 
couched in terms of a challenge to the 
executive leadership in American busi- 
ness. 





The only answer to this question that we 
are proposing is that given by those business 
men who have accepted the challenge of 
finding ways of organizing production so as 
to supply wants within the purchasing power 
of the workers who produce the goods. When 
the same understanding of the economic 
process has been fully disseminated and acted 
upon, business as a whole will demonstrate 
that it can furnish opportunity for the whole 
laboring population to apply their effort with 
the best of equipment to the satisfying of 
their wants. It is the distinctive achievement 
of capitalism that it has made available 
more efficient techniques and equipment to 
the labor force. It has been its chief short- 
coming that it has not fully succeeded in 
finding ways of administering the pecuniary 
part of the system so that labor shall be able 
at all times to apply itself as fully as it wishes 
to the satisfaction of its wants. But if this 
more courageous and imaginative type of 
price making can be generalized, this limita- 
tion upon capitalistic production will disap- 
pear. We shall have restored the self-subsist- 
ing. quality of the simpler economy while 
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still retaining the enormously added efficien- 
cies made available through technological 
and organizational development. If the 
American business man demands the right 
of freedom of economic enterprise, society in 
granting it to him may properly ask that he 
use that freedom aggressively in the public 
interest. This, to our way of thinking, is the 
challenge which the industrial system makes 
to the industrial executive. 


While we regret Mr. Edwards’ “‘dis- 
content with the analysis and conclu- 
sions of this book,” we can only hope 
that others, after reading and carefully 
considering what has been said, may 
find a larger measure of agreement. 


HAS COMPETITION DECLINED? 
By W.H. S. Stevens 


The thesis of the decline of competi- 
tion! is about as follows: 

Premise No. 1. The number of firms 
in many industries has been declining to 
such an extent that sellers cannot ignore 
the effect of changes in their output 
upon the price of the commodity (p. 8). 

Premise No. 2. The reduction in the 
number of firms and their increasing 
size are due in part to the use of methods 
economical only if large quantities are 
produced under a single organization 
(p. 8). 

Premise No. 3. The very competition 
that induces the most economical uti- 
lization of the means of production has 
induced the survival of firms so large 
and so few that perfect competition no 
longer survives in a number of indus- 
tries (pp. 8-9). 

Conclusion No. 1. All efforts to deal 
with the unsatisfactoriness of the out- 
come of the present organization of 
society resulting from this situation lead 
to acceptance by the state in some form 
or other of responsibility for participat- 


1 Arthur R. Burns, The Decline of Competition. 


ing in the exercise of economic power 
(p. 529). 

Conclusion No. 2. This involves the 
transfer of power from individual owners 
and managers and leaders of group 
organizations of owners to the state 
(p. 566). 

Conclusion No. 3. The most vital of 
these powers thus to be transferred is 
that of determining output, which in- 
volves directly the power to determine 
prices and indirectly the power to con- 
trol the allocation of the means of pro- 
duction through control of long-term 
investment (p. 566). 

Conclusion No. 4. Other functions to 
be transferred are determination of the 
standards of efficiency of operation, the 
proper rewards of each of the classes 
contributing to production, the proper 
distribution of well-being over time and 
other matters (p. 566). 

As the first three of these points are 
the premises on which the author’s con- 
clusions are founded they merit careful 
scrutiny. 

A decline in the number of firms (the 
first premise) implies a decline from 
some past point in time. The author 
does not specify or indicate this past 
point nor does he subject his assump- 
tion to statistical analysis. Indeed, it is 
doubtful if adequate statistics are avail- 
able. Some of the industries cited as 
examples are relatively old, as agricul- 
tural implements, sugar and corn prod- 
ducts; others, like automobiles and air 
transport, are new. Whether or no there 
has been a decline will depend upon the 
industry selected and the period used. 
As between the era of small scale pro- 
duction and the era of large scale pro- 
duction, the decline in the number of 
sellers was probably a striking one. In 
the large scale period, the assertion is 
questionable, at least in some cases. 
Treating the highly monopolistic Stand- 
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ard Oil and Sugar Trusts of the 1860’s 
as individual business entities, it is pos- 
sible that there are now as many or more 
companies in those industries than there 
were then. The same may hold also for 
cigarette companies prior to and since 
the dissolution of the old American To- 
bacco Company. In the case of agricul- 
tural implements, there is also some 
reason for believing that the number of 
companies has increased if we compare 
the present number with the probable 
number existing shortly after the for- 
mation of the International Harvester 
Company when it had acquired certain 
of its competitors, the Osborne, Minnie 
Harvester, Aultman-Miller, and Key- 
stone companies.” 

Another factor which militates against 
a too hasty acceptance of the premise of 
the declining number of concerns, at 
least in recent years, is the development 
of that type of enterprise which I chris- 
tened some years ago by the name “‘con- 
glomerate.” Since the war there has been 
a steady and by no means inconsiderable 
tendency for existing companies to en- 
gage in additional lines of business which 
they were not theretofore carrying on. 
In some instances this development was 
no more than an aspect of vertical in- 
tegration, but in other cases the lines 
involved were not so related. The growth 
of these conglomerates has tended to in- 
crease the number of companies engaged 
in the manufacture of specific articles 
although there are no available figures as 
to the extent or importance of this in- 
crease, with rare exceptions. Moreover, 
considering competition from the long 
run rather than the short term point of 
view, a declining number of sellers may 
be merely a passing phase of a longer 
cycle. A decline in the number of sell- 
ers during one phase does not mean 


* Report on International Harvester Co., Bureau of 
Corporations, pp. 137-141. 


that they may not increase at another. 
Whether this is the case and to what 
extent will depend upon changing eco- 
nomic conditions within and without the 
industry. For example, the depression 
plus a serious error in price policy on 
the part of the big four cigarette com- 
panies promoted the Io cent cigarette 
companies. Similarly, Allis-Chalmers, a 
newcomer in the field of agricultural 
implements, became the largest seller of 
combines in the United States almost 
overnight.’ 

On the whole, therefore, the premise 
of the general decline in the number of 
firms seems questionable in many indus- 
tries. There are no adequate records, and 
if there were, it is probable that different 
selected periods would show different re- 
sults in any industry. More information 
of this character is obviously indicated. 
This means that the Census of Manu- 
factures reports should be tabulated to 
show the number of firms producing 
each product, together with the respec- 
tive total physical volumes of each such 
product. 

In reviews of the Burns book, both 
Professor Fetter and myself have in- 
dependently criticized the second prem- 
ise of Professor Burns that the decline 
in the number of firms is partially de- 
pendent upon the use of methods which 
are economical only if large quantities 
are produced under a single organiza- 
tion. The grounds of this criticism arise 
from the indefiniteness of the term 
“size” as used by the author. As Pro- 
fessor Fetter pertinently observes, “He 
persistently uses the terms to which 
size relates, such as ‘single organization,’ 
‘concern,’ ‘business unit,’ and, most fre- 
quently, ‘firm,’ without distinguishing 
between single plants and combinations 


3F.T.C. Report on Agricultural Implement and Ma- 
chinery Industry, pp. 143-54- 
‘Stevens, 38 Columbia Law Review, note 7, p. 1130. 
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of geographically separated plants of 
like kind.” 

The result is to leave an impression 
that the author regards the economies of 
large scale production as synonymous 
with those of combination, and thinks 
that two or more plants operated by a 
single organization will be more efficient 
than plants of corresponding sizes oper- 
ated independently. 

Much, of course, depends upon what 
one means by efficiency. And here again 
there is a dearth of information. From 
a cost standpoint, however, there is 
sound reason for believing that unit 
costs decline sharply as the size of the 
individual plant increases owing to 
the spreading of fixed expenses over a 
larger volume of output. While in charge 
of the Bread Inquiry for the Federal 
Trade Commission, I undertook an an- 
alysis of the figures of some two hundred 
plants for which figures were available 
for about four years with a view to de- 
veloping at least some information as to 
unit costs for varying production vol- 
umes, both in total and as between 
conditions of single and multiple plant 
operation. The decline in the unit costs 
with increased volume shown by these 
figures for all plants combined is strik- 
ing. There are similar declines for the 
plants of multiple plant companies and 
the single plants separately. But it is 
interesting to note that there are some 
slight indications of increasing costs in 
the largest size groups. This may, how- 
ever, be due to the character of the 
sample. Comparisons of the figures for 
all years combined and for each year 
separately by volume of production indi- 
cates lower costs for the plants of single 
plant companies than for the plants of 
multiple plants up to the largest vol- 
umes. Here there is some indication that 


’ Fetter, Planning for Totalitarian Monopoly, 45 7. 
of P. E. 99. 


the costs of the multiple plants are some- 
what lower. Because of the small number 
of plants in the larger size groups, par- 
ticularly in the case of the single plants, 
the more favorable showing for the large 
plants of multiple plant companies may 
be affected to some extent by the size of 
the sample® 

This, so far as I know, is the only 
attempt at such an analysis. The im- 
portance of this type of data however 
in connection with such proposals as 
those of the Federal Trade Commission 
for limitation on the size of individual 
enterprises would seem to warrant ad- 
ditional studies of this character. The 
Temporary National Economic Com- 
mittee, for example, might well attempt 
to obtain such cost information. 

There seems no good reason to doubt 
that the economies of large scale produc- 
tion have resulted in a steadily increas- 
ing size of plant. Just what additional 
technological, economic, or other advan- 
tages there may be in combining plants, 
the author does not explain. There is 
not much evidence and still less proof 
that size in the sense of multiple plant 
organization produces any great techno- 
logical or other economies except those 
arising primarily from plant size. If sin- 
gle plant companies A and B operate 
small plants producing about the same 
volume, and one acquires a plant of very 
much larger volume, presumably the 
latter’s unit costs of operation will be 
decreased as compared with those of his 
competitor. But this is due not so much 
to the larger size of the multiple plant 
company as to the size of the plant 
acquired. 

Increasing plant size has also no doubt 
increased the intensity of the struggle 
for volume and thus tended definitely 
to produce a reduction of sellers through 


6 F. T. C., Report on Competition and Profits in 
Flour and Bread, pp. 294-316, 488-97. 
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consolidation. Presumably this competi- 
tion would have reduced to some extent 
the number of sellers without consolida- 
tion. This, however, is subject to qualifi- 
cation in many cases both because of the 
possible reéntry of the plants of failed 
companies under new ownership or the 
entry of new plants under new owner- 
ships. 

In explaining the decline of sellers, 
the author admits that mergers have 
played a part. But here a nearly com- 
plete lack of emphasis or discussion 
implies that it is of only minor signifi- 
cance. There is no discussion of the 
great era of industrial consolidation from 
1897 to 1903, though this period pro- 
duced perhaps a greater reduction in the 
number of sellers, particularly leading 
sellers, in scores of industries than any 
other corresponding period in our indus- 
trial history. Great combinations in the 
form of trusts in other industries, such 
as the oil, sugar, lead, cotton oil, linseed 
oil, and whisky had similarly reduced 
the number of sellers and assumed mon- 
opolistic positions even prior to 1890. 
In so far as a reduction in the number of 
sellers has actually occurred, it is argu- 
able from the available evidence that 
this has been due to combination rather 
than to the technological conditions con- 
nected with size which bulk so heavily 
in the author’s thinking. A rebuttal that 
it is size technology which produces the 
intensity of the competition which, in 
turn, produces the merger, is scarcely 
admissable since Professor Burns admits 
mergers as a separate cause of the de- 
cline in number of firms. 

If, however, the decline in the number 
of sellers postulated by the author is due 
primarily to combination rather than to 
size technology, it might lead to quite 
different conclusions than his. It would 
imply not the inevitability of state con- 
trolled monopoly but the restoration of 


competition through dissolutions and 
rigid prohibitions on acquisitions. 

On the whole, therefore, it is even 
more difficult to accept the author’s 
premise as to the cause of the decline 
in the number of sellers than it is his 
first premise that the number of such 
sellers has declined. 

The author’s third premise that sur- 
viving firms are now so large and so few 
that perfect competition no longer sur- 
vives in a number of industries follows 
logically enough from his two preceding 
ones. It is the latter part of this premise 
that is important, the assertion that per- 
fect competition no longer survives in 
a number of our industries. The neces- 
sary implication is that price competi- 
tion has so declined as compared with 
perfect competition that the so-called 
competitive system can no longer be 
tolerated. In the last analysis, therefore, 
the full weight of Professor Burns’ con- 
clusions must come to rest upon this 
proposition. The question of whether the 
alleged decline in price competition is a 
result of the decline in the number of 
sellers (the first premise) induced pri- 
marily by size technology (the second 
premise) or otherwise is of minor im- 
portance to his conclusions as compared 
with this proposition. 

Presumably in support of this theory 
Professor Burns presents several chap- 
ters dealing with trade associations, 
price leadership, price stabilization, price 
discrimination, non-price competition, 
integration and industrial policies under 
N.R.A. This wholly admirable survey, 
comprises about seven-eighths of the vol- 
ume. In it the author collects and syn- 
thetizes a vast mass of data confirming 
in a more comprehensive fashion than 
ever before the already well established 
fact that our so-called competitive sys- 
tem is functioning in a maze of non- and 
anti-competitive activities, all designed 
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in some degree to mitigate the severity 
of price competition. So what? Profes- 
sor Fetter has answered that Professor 
Burns has confused cause and effect. 
“He does not think of these practices as 
the means and methods by which the 
decline of competition has been brought 
about; they are merely passive conse- 
quences.’’? 

That there is now much less competi- 
tion in a price sense than under a state 
of perfect competition can scarcely be 
denied. But this has also been true al- 
most from time immemorial. Such some- 
what historical studies* of monopoly as 
I have published indicate small reason 
for believing that competition in this 
country has ever functioned except to 
the continuous accompaniment of ex- 
tensive anti- and non-competitive activ- 
ities in a price sense. The widespread 
existence of such activities in England 
Over 150 years ago is convincingly at- 
tested by Adam Smith’s classic observa- 
tion to the effect that business men 
seldom meet together without it result- 
ing in a conspiracy against the public. 
Efforts to prevent monopoly and re- 
straint in the local markets appear in 
the earliest legal records of England, 
and some centuries of English legislative 
and judicial action against such activi- 
ties tend to establish the proposition 
that competition in the past functioned 
pretty much the same as at the present 
time.® In other words, Smith’s state- 
ment, as well as English economic his- 
tory, would appear to imply that price 


7 Fetter, op. cit., p. 100. 

8 The Powder Trust, 26 9.7.E. 444. 

A Group of Trusts and Combinations, 26 9.7.E. 593. 

Steamship Agreements and Conferences, 55 The An- 
nals 112. 

A Classification of Pools and Associations, 3 Amer. 
Econ. Review $45. 

Unfair Competition, 1917. 

* Cf. Jones, Franklin D., Historical Development of 
the Law of Business Competition, 36 Yale Law Journal 
42, 207, 351, and authorities there cited. 


competition was imperfect in the past 
under small scale industry as well as now 
under large scale. Historically, therefore, 
there would seem not to be much justifi- 
cation for basing sweeping proposals 
for the abandonment of competition on 
the contrast between actual competitive 
conditions at the present time and those 
under an assumed state of perfect com- 
petition. Instead, the validity of such 
conclusions should be based upon the 
decline of price competition under pres- 
ent as compared with actual conditions 
in the past. 

The chief difference between the pres- 
ent day large scale competition and the 
earlier small scale is implied by the 
observation of Professor Burns with ref- 
erence to the size and fewness of the 
companies in the various industries to- 
day. The area and degree of influence 
of the present surviving companies in 
many industries now affects so large a 
proportion of the population that the 
result of non- or anti-competitive activi- 
ties is much more serious than under any 
system of small scale industry. 

Granting this point, what of competi- 
tion since the passing of small scale in- 
dustry? The factual material used by or 
available to Professor Burns covers a 
period of between half and three-quar- 
ters of a century. Despite this fact he has 
nonetheless failed to furnish the reader 
with the historical or comparative per- 
spective necessary to the formulation 
of an independent judgment regarding 
the increase or decrease of competition 
within that period. With some excep- 
tions, he fails to contrast the situation 
prior to 1890 or 1900 with that since 
that date. There is no comparison of the 
area and degree of influence on price or 
otherwise of the highly monopolistic oil, 
sugar, whisky, lead, cotton oil and lin- 
seed oil trusts, or the old American To- 
bacco Company, or the explosives group 
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with the area and degree of influence of 
the present day leaders in those in- 
dustries. Nonetheless such comparisons 
would have prevented those unfamiliar 
with the history of anti-competitive ac- 
tivities from a too hasty or a too unwary 
acceptance of any theory that the size 
of the surviving firms or the area and 
degree of their influence on price in 
recent times is always greater than at 
prior periods of the large scale produc- 
tion era. 

Moreover, the statistical studies of 
prices which have been made do not 
lend much support to the theory of the 
decline of competition in a price sense. 
Even though they did, it could scarcely 
be conclusive. The wholesale prices of 
the Bureau of Labor Statistics which are 
so genefally used are defective for stud- 
ies of this character despite their value 
for other purposes. One serious difficulty 
is the changes in the quality of the prod- 
uct over a period of time. An equally, 
and in some respects more important 
one, is the character of the price data. 
For something less than half of the 784 
price series the prices are in the form of 
weekly price reports obtained from man- 
ufacturers or sales agents. For about 360 
items, more or less, price quotations are 
taken from trade journals or other pub- 
lished sources. It is obvious that the latter 
are not prices in the true sense of the 
word, and it is also true that many of the 
former may not be so because more or 
less nominal or otherwise unrepresenta- 
tive. So long as this is true, conclusions 
of the statisticians with reference either 
to the frequency or amplitude of price 
changes are open to serious question. 
Not until we have a current reporting 
system from manufacturers which shows 
the units sold and net sales realizations 
by commodities will the full truth re- 
garding price changes be known. Again 
this is a matter to which the Temporary 


National Economic Committee might 
well give consideration. 

The most recent of the statistical stud- 
ies, however, are those of Humphrey, 
Tucker and Mason. Humphrey con- 
cludes from a comparison of the price 
studies of Means and Mills that “except- 
ing the war period, there have been no 
substantial changes in the flexibility of 
quoted wholesale prices (as measured by 
frequency of change) since 18go.’’!° 

Tucker’s studies indicate that infre- 
quency of change was characteristic of 
a large proportion of prices a century 
ago and that the spread between sensi- 
tive and insensitive prices has been no 
greater in the last ten years than in four 
previous major depressions. 41 Mason, in 
a study reviewing some of the conclu- 
sions of other writers, states that “a 
study of frequency and amplitude of 
change in monthly quotations of whole- 
sale prices lends no support to the thesis 
that the ‘price system’ is becoming more 
inflexible in a price behavior sense.’”’ He 
qualifies this, however, with the state- 
ment “it may well be that with respect 
to those price responses to changes in 
economic quantities which relate to busi- 
ness fluctuations, the ‘system’ is becom- 
ing more inflexible.” 

The statistical evidence, therefore, 
scarcely establishes that decline in price 
competition which would justify the 
conclusion that the so-called competitive 
system should be abolished. 

I have devoted most of this paper to 
a consideration of the premises for the 
Burns conclusions. I ought, perhaps, to 
call attention to certain omissions which 
seem scarcely justified in an entirely 
impartial approach to what in the last 
analysis must be ranked as a study in 


10 45 F. of P.E. 658. 

1 51 Annalist 145, 28 A. E. R. 41 ff. 

2 E, S, Mason, Price Inflexibility, 22 Rev. of Ec. 
Stat. 64, 
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public policy toward monopoly. Perhaps 
the most important of the omissions is 
the complete ignoring of the competition 
between companies and industries pro- 
ducing different commodities of like or 
similar utilization as in the present grow- 
ing competition between tin, glass, and 
paper in the liquid container field, or oil, 
gas and coal in the domestic heating 
field."* The effect on price of this inter- 
commodity competition is by no means 
the least important aspect of this devel- 
opment. Although the anthracite mo- 
nopoly is discussed at some length by 
Professor Burns, he nowhere hints at its 
almost complete loss of price control 
under the impacts of competing fuels 
after the middle twenties, still less at 
its possible significance. 

The decline in the number of sellers 
assumed by the author has been ac- 
companied in at least some cases by a 
decline in the importance of the princi- 
pal monopolistic unit. This the author 
shows for agricultural implements and 
steel, which are among those industries 
specifically listed as examples of the de- 
cline in the number of sellers. It seems 
somewhat curious, therefore, that no 
attempt was made to analyze the pos- 
sible significance of this situation in re- 
lation to size technology. Could it be 
true that the largest company in agri- 
cultural implements and in steel, for 
example, is unwieldy and lacks both the 
flexibility and adaptability of its smaller 
competitors or that the latter are per- 
haps tending to an increasing extent to 
undersell as they become stronger either 
because of lower costs or otherwise? Or 
have the smaller companies through im- 
proved product, better sales organiza- 
tion, delivery service, or other similar 


13 Cf, my observation on the significance of this com- 
petition in Federal Price Legislation in I The fournal 
of Marketing, pp. 331-2 and Columbia Law Review, 
op. cit., pp. 1131 and 1132. 


factors been able to absorb a larger and 
larger proportion of the total volume at 
the expense of the leader? Or again, is 
this shifting of the control of the in- 
dustry merely a manifestation of a lack 
of continuity of efficiency, a compound 
of all these and other similar factors 
which over any considerable period of 
time may render all concerns, both large 
and small, more vulnerable to the attack 
of their competitors ?"4 

No consideration is given to the ever 
continuing battle between advertised 
brands of merchandise on the one hand 
and private label and unidentified mer- 
chandise on the other which has noto- 
riously been conducted on a price basis. 
Despite the attention devoted to to- 
bacco, there is no discussion of the entry 
of the Io cent cigarette following the 
depression though its effects on the price 
structure of the industry were notorious. 
Some of these developments, of course, 
do not square with the theories of Pro- 
fessor Burns. 

Finally, an adequate and impartial 
analysis of competition would seem to 
imply a consideration of both the merits 
and demerits of the competitive system, 
more particularly where the demerits are 
deemed sufficient to warrant its aboli- 
tion. The author, however, is concerned 
almost exclusively with the latter. If he 
has set forth any merits, I have failed 
to find them. 

The last two chapters of the Burns’ 
book deal with the problems of that 
state control proposed by the author. 
They have been so ably criticized by 
Professor Fetter that I can do no better 
than to excerpt a few of his more pointed 
observations. Quoting Professor Burns’ 
statement that “No satisfactory social 
control of the kind he contemplated will 
be possible until we are ready to make 


144 Cf, also Stevens, Columbia Law Review, op. cit., 
p. 1130, particularly footnote 8. 
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a clear, deliberate but exceedingly diffi- 
cult selection of objectives,” Professor 
Fetter observes, “he (the author) is 
not himself ready to make a choice 
between the numerous and puzzling al- 
ternatives which he outlines. He passes 
them all on to be decided by the future 
state.... By the state in all this dis- 
cussion is meant a certain group of 
men to be intrusted with authority over 
their fellow-men and their property. It 
is a bit disturbing to discover that this 
group which is to direct the innermost 
details of all business . . . is to be made 
up of just the same imperfect humanity 
that has been having such poor success 
in the much simpler job of regulating 
competitive industry from the outside.” 
Elsewhere" I have indicated that pub- 
lic policy in England and the United 
States presumably adopted the competi- 
tive plan of economic organization on 
the theory that by and large and in the 
long run it would produce a greater sum 
total of utilities at a lower economic and 
social sacrifice or cost than any other 
system of economic organization. But 
there is certainly no proof that this is 
true. None would argue that the system 
does not function both imperfectly and 
inefficiently. The competitive system 
creaks and wobbles interminably. For- 
tunately for all of us proposed substi- 
tutes will have neither creaks nor 
wobbles, inefficiencies nor imperfections. 
Whether one prefers to live under the 
competitive type of economic organiza- 
tion or under Professor Burns’ monop- 
olistic state is, as Professor Fetter 
pointedly observes, “‘a question of taste 
about which .. . there is no disputing.” 
Scientific conclusions on the merits and 
demerits of the two types of economic 
organizations require comparisons of 
% Fetter, op. cit., pp. 104-7. 
© Stevens, An Interpretation of the Robinson-Pat- 


man Act. Il Fournal of Marketing, p. 38 and Columbia 
Law Review, op. cit., p. 1132. 


both in terms of maximum utility at 
lowest economic and social cost, includ- 
ing not only monetary but all other 
costs of production, distribution, and 
acquisition.!” Such comparisons in turn 
require analysis from a less narrow view- 
point than that of Professor Burns as 
well as a more comprehensive and im- 
partial weighing of existing evidence pro 
and con. 


Reply by AntHuR Rosert Burns: 


Mr. Stevens’s criticism of The Decline 
of Competition is concerned mainly with 
three points namely (1) the extent to 
which competition has declined, (2) the 
causes of present departures from com- 
petitive behavior and (3) my discussion 
of social control. 

The reactions of Mr. Stevens and 
other readers convince me that a number 
of my references to the decline of com- 
petition were not worded with sufficient 
precision to preclude misinterpretation. 
Mr. Stevens states that I have failed to 
prove either an increase or decrease of 
competition during the past seventy- 
five years. He states that a comparison 
of “the area and degree of influence on 
price or otherwise” of the pools and 
trusts of the period prior to 1890 with 
the present leaders in the same indus- 
tries would have prevented “‘a too hasty 
or a too unwary acceptance of any gen- 
eral theory that the size of the surviving 
firms or the area and degree of their 
influence on price at present is necessar- 
ily greater than at prior periods of the 
large scale production era.” I have re- 
ferred at some length to the era of pools 
and trusts (147-51), but I do not be- 
lieve that more recent changes in form 
and degree in the control of some mar- 
kets! establishes a general trend to firms 


17 For further elaboration cf. Stevens, Columbia Law 
Review, op. cit., pp. 1132-3 and Unfair Competition. 

1 It is also true that the relative position of large 
firms in some markets has declined in the period of 





350 





THE JOURNAL OF MARKETING 





small and numerous enough to revive 
confidence in competitive individual- 
ism. On the one hand most of the indus- 
tries concerned still diverge widely from 
the conditions essential to competitive 
individualism. On the other hand, this 
divergence has appeared in a number of 
other industries. My comparison should, 
however, have been more clearly stated 
as between the “large scale production 
era” and the era of early industrialism 
which generated faith in competitive in- 
dividualism as a self-regulating mechan- 
ism. But, venturing further into the 
past, I doubt whether “‘some centuries 
of English legislative and judicial action 
against such activities (i.e., monopoly 
and restraint in local markets) tend to 
establish the proposition that competi- 
tion in the past functioned pretty much 
as at the present time.” There are, as I 
have pointed out, similarities in the trend 
of policy in medieval guilds and modern 
trade associations and cartels. But the 
increased importance of overhead costs 
and durable goods, and the accompany- 
ing concentration of control in markets 
wider than ever before, have vitally 
changed the outcome of the ever present 
tendency to seek monopoly profit. 

I agree with Mr. Stevens as to the 
unsatisfactoriness of the statistical data 
concerning the stability of prices and 
have stated very similar objections (197) 
while also suggesting reasons why the 
available data should not be altogether 
discarded (197). The authorities cited 
by Mr. Stevens as having concluded 
that there has been no decrease in price 
flexibility suffer as much from this ad- 
mission as my own arguments. The ap- 
plication of my own judgment to the 





large scale production, but in reply to the comment that 
“it is somewhat curious, therefore, that no attempt was 
made to analyze the possible significance of this situa- 
tion in relation to size technology,” I can only point to 
— at a number of specific points (88, 105, 
114). 


available material suggests, however, 
that prices are probably much more 
stable in most industries than in their 
periods of rapid growth or technical 
change. Furthermore, Mr. Ralph Wood 
has called attention to the increasing 
importance in the economy of inflexibly 
priced goods.” Finally, Mr. Stevens cites 
Professor Mason’s view that it is likely 
that the system is becoming more rigid 
in relation to business fluctuations. I 
agree with this view and add that the 
importance of price rigidities lies largely 
in their effect on the stability of produc- 
tion. 

Concerning the causes of present de- 
partures from fully competitive be- 
havior Mr. Stevens criticizes me mainly 
for the emphasis I have placed upon the 
increasing size of firms. I do not see any 
justification for the belief that I regarded 
“the economies of large scale production 
as synonymous with those of combina- 
tion.”” Professor Fetter quotes a list of 
terms that I have used to describe busi- 
ness units and states that I have failed 
to distinguish between plants and com- 
binations of plants. The terms used, and 
particularly the word “firm,” appear to 
me, especially in their context, to relate 
clearly to the business enterprise as a 
whole and not to the plant. I believe 
that I have clearly stated that I regard 
plant economies as but one influence af- 
fecting the size of enterprizes and I have 
pointed to the other influences, namely 
considerations of management and sell- 
ing.» I would add that _ horizontal 
mergers of plants in different parts of the 

2 Wood, Ralph C., “Tucker’s Reasons for Price 
Rigidity” 28 American Economic Review 663 (1938). 

3] stated in the passage referred to by Mr. Stevens 
that “the reduction in the number of firms and their 
increasing size over the past half century are clearly due 
in part to the use of methods of production which are 
economical only if large quantities are produced under a 
single organization. These economies arise from plant 


reorganization or from the reorganization of manage- 
ment or selling methods” (8). 
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country do not invariably have a large 
or direct effect on the operation of the 
market. The market territory of many 
plants is narrower than the whole 
country. 

Mr. Stevens offers alternative ex- 
planations for the fact that, as he says, 
“our so-called competitive system is 
functioning in a maze of non- and anti- 
competitive activities” but he does not 
follow the question far enough. He ar- 
gues that the reduction of the number of 
sellers may have been due to mergers 
rather than technological conditions and 
that my brief discussion of mergers sug- 
gests that they are of only minor signifi- 
cance. It seems to me difficult to argue 
that mergers offer a broad enough and 
ultimate enough explanation of the situ- 
ation under discussion. I see no incon- 
sistency in admitting that mergers may 
be the means of bringing into existence 
firms beyond the most economical size 
and at the same time arguing that the 
economies of size may stimulate a num- 
ber of other mergers. I would add that 
success in achieving economies (plant or 
other) is an important determinant of 
the ability of the merger to retain its 
position in the market. I agree with Mr. 
Stevens’s suggestion that, in so far as 
mergers result in uneconomically large 
firms, there is a case for state action to 
break them up again. But there is great 
practical difficulty in deciding whether 
firms are, and are likely to remain, be- 
yond the most economical size. The 
courts have hitherto been unwilling to 
make decisions on this basis and I have 
pointed out that if they had they would 
not necessarily have restored competi- 
tion (525). The contention that price 
leadership, price stabilization, non-price 
competition, and integration may be 
“the means and methods by which the 
decline of competition has been brought 
about” rather than the results of that 


decline is in part true, more particularly 
of non-price competition. The remaining 
conditions I have treated largely as evi- 
dences of the nature of the changes in 
market behavior. As explanations they 
are not even as ultimate as we can hope 
to be. I have tried to go further and ex- 
plain why they should have developed. 

Finally, I have not advocated a 
“monopolistic state” as Mr. Stevens 
calls it or a “totalitarian monopoly” to 
use the words of Professor Fetter. I have 
given reasons for believing that there is 
much dissatisfaction with the operation 
of the present industrial organization. 
There is no need to emphasize the dev- 
astating political and economic implica- 
tions of depressions. I have pointed to 
the fact that business men themselves 
have been responsible for much of the 
pressure upon the state to increase the 
scope of its controls (530). I have pro- 
ceeded on the assumption that this dis- 
satisfaction will mean, as it has recently 
meant, more state action. I have dis- 
cussed the possibility of state action to 
restore competition and rejected it as 
the principal basis of future policy (523 
to 526). Neither Mr. Stevens nor Pro- 
fessor Fetter has dealt with my argu- 
ments on this point. It seemed to me, 
therefore, that I should be lacking in 
realism and falling short of my social 
obligations as an economist if I did not 
explore the problems of social control. I 
emphasized the need for finding a path 
between the extremes of collectivism and 
individualism.‘ I stated that my discus- 
sion of the problems of public control 
was not an immediate plan for any in- 
dustry or group of industries but a way 


4 “The choice is not a simple one between complete 
individualism and complete collectivism neither of 
which terms has any precise application. The dangers 
of drift towards either extreme are now too obvious to 
be ignored. Rather the problem is one of designing 
patterns for the distribution of power that will mini- 
mize the evils of either extreme” (565). 
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of revealing the implications of state 
intervention.’ If I erred it was in the 
failure to lay down an immediate pro- 
gram. 

I have not been unmindful of the 
seriousness of the issues involved, of the 
conflict between liberty and efficiency. I 
have referred to the necessity for effort 
to avoid both “‘complete centralization 
of authority based on crude force and 
economic waste of the type now growing 
to considerable proportions” and now 
add that this waste is of great political 
as well as economic significance. Nor 
when I referred to the great difficulty of 
selecting social objectives did I ov rerlook 
our inevitable reliance upon “imperfect 
humanity.” This necessity is obvious. It 
is present whether the state does noth- 
ing, relies upon anti-trust laws or makes 
a more orderly and penetrating approach 
to the problem. In my last chapter I 
made an admittedly feeble effort to deal 
with the proper distribution of power 
within society. My limited competence 
in the field prevented any greater 
achievement. 

On a number of points of lesser im- 
portance I agree with Mr. Stevens’s 
criticism. I dealt inadequately with the 
recent history of the anthracite and 
tobacco industries. I should have given 
more space to inter-commodity competi- 
tion. 

I have tried to enter into the spirit as 
well as the letter of Mr. Stevens’s criti- 
cism. The ultimate test, however, is 
whether these responses fairly interpret 
the spirit of the book as a whole and of 
that I am not a competent judge. At- 
tempts to appraise general trends of 


5 “Tt is not suggested that the state should undertake 
immediately to solve them (i.e., the problems of policy) 
for the whole of industry. ... The present chapter is 
not concerned with what should be done in any par- 
ticular industry or class of industry. It is concerned 
merely with the implications of state intervention in 
the organization of production”’ (532). 


change are inevitably beset with diff- 
culties. Change hugs no simple trend line 
and some industries follow the line more 
closely than others. The main objective 
of the book was to help us to enter upon 
the future with our eyes open. I was 
most of all anxious to emphasize that 
our main problem is not tocurb rapacious 
anti-social business men but to canalize 
the deep flowing forces that are shaping 
the present and will dominate the future. 
I thank Mr. Stevens for his cooperation 
in keeping alive the discussion of these 
questions. 


AN ANALYSIS OF “INDUSTRIAL 
PRICES AND THEIR RELATIVE 
INFLEXIBILITY” BY GARDI- 
NER C. MEANS 


By StrepHen M. DuBrut 


Four years ago at these meetings there 
was presented a classification of prices 
into two categories—flexible and rigid 
prices—which presently was to appear 
as at once the basis of a naive theory of 
business cycles (depressions were due to 
unbalanced prices and unbalanced prices 
not due to depressions) and as the rally- 
ing cry for a new campaign for govern- 
mental intervention into private enter- 
prise. The differentiation of these two 
points lies in the assumptions that in the 
one instance a discovery of economic 
importance had been made and in the 
other that the basis of a political-eco- 
nomic program had been found. 

The obvious conclusions implied, if 
not pleaded, by the rediscovery of a 
price phenomenon centuries old were (1) 
that all the nation had to do to insure 
eternal prosperity was to eliminate dis- 
parity in price movements and (2) that, 
since agricultural prices were flexible, 
either a price pegging program should 
be inaugurated for farm products (per- 
haps even price-fixing) or that industrial 














vs 4s? we 


‘\y = 








THE FOURNAL OF MARKETING 


353 





prices should be made flexible. Presently 
the confidential memorandum in which 
the alleged discoveries had been elabo- 
rated to the Secretary of Agriculture 
was ‘““commandeered by a Senate Com- 
mittee’”—I use Mr. Means’s later words 
—and soon it appeared as the Senate 
Document /ndustrial Prices and Their 
Relative Inflexibility, and was being 
quoted as an “‘authority.” 

The scientific inadequacy of the dis- 
covery and the bad historical and statis- 
tical procedure by which it was asserted 
did not long go unchallenged. Both Mr. 
Tucker and Mr. Humphrey, examining 
the evidence independently, came to the 
same conclusions—the alleged statistics 
did not prove anything and the proce- 
dures by which they were manipulated 
(I use the word in a solely scientific 
sense, perhaps in a Pickwickian sense, 
without hint of malice) were invalid. 
There is no occasion at this late time to 
repeat their arguments and analysis. If 
Mr. Means’s thesis had not been useful 
as a tool of politics, it would have died 
an early death. 

But as a political tool it has been 
doubly useful—in the hands of individ- 
uals‘even more uncritical than he, it has 
been utilized to warm up the old cry of 
monopoly. It has then been carried for- 
ward into the plea for the investigation 
of business practice and the economic 
system which is now getting under way 
in Washington. While the Chairman of 
that Committee has vigorously protested 
that that body is not an Anti-Monopoly 
Committee, the fact that the guard at 
the door of the hearings room calls out 
at intervals ‘““Monopoly Investigation” 
suggests that the word is around at least 
in the lower scales of official Washington. 

Among other things, that Committee 
is directed to determine 
the effect of the existing price system upon 
the general level of trade, upon employment, 


upon long-term profits and upon consump- 
tion. 


It is probably not without significance 
that Mr. Henderson, the Executive 
Secretary of the Committee, in his dis- 
cussion before that body on Dec. 2nd 
included in his suggestions of fields of 
investigation “‘Patterns and standards 
of desirability in rigid and flexible 
prices.”’ Earlier in the year, Mr. Hender- 
son had said in a radio address— 


Monopoly prices can be called controlled 
prices, rigid prices, administered prices or 
manipulated prices. Don’t let anyone con- 
fuse you by shifting the term. 


In justice to Mr. Means, it may be said 
that he at least is more discriminating— 
to him rigid prices and administered 
prices are not per se evidences of mo- 
nopoly. 

Mr. Means, then, is not tilting with 
the monopoly windmill. While, as we 
shall presently see, he may have pointed 
to the same broad conclusion as the 
monopoly hunters (the necessity for a 
bureaucratic participation in business, 
only they love to call it cooperation) his 
train of reasoning was a different one. 
Even that train of reasoning is not 
always easy to follow. 

Before turning to Mr. Means’s main 
argument, I should like to make one 
other point by way of digression, because 
I believe that it clarifies a lot of the 
muddy thinking, including his, on the 
place of prices and competition in the 
economy. His argument (or conclusion, 
or assertion, call it what you will) is 
summed up in the statement that “the 
market is not equating supply and de- 
mand through a flexible price mecha- 
nism, but is bringing an adjustment of 
production to demand at administra- 
tively determined prices.” 

In thus asserting that the law of sup- 
ply has been disrupted, he uses the term 
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“supply” in a new and special sense, 
without flagging that fact. When he 
says, “Production is equated to demand 
at the price set rather than having sup- 
ply and demand equated by price,” he is 
really defining supply as something like 
the full capacity of the seller’s plant— 
not in the traditional sense of what will 
be offered at the market price. 

That he had this in mind is shown by 
the example which he gave on an earlier 
page of the Senate Document— 


Thus, General Motors might set the price 
for 1934 Chevrolets at $500 f.o.b. Detroit 
and sell only 500,000 cars. Yet the company 
might be willing (and eager) to produce and 
sell 1 million cars at the price of $500 if buy- 
ers were available to take the extra cars off 
their hands at that price. The amount sold at 
$500 would thus be 500,000 cars. The 
amount forthcoming at $500, if only buyers 
would come forward and buy, would be 1 
million cars. Which of these figures consti- 
tute supply? 


There is no point to this question un- 
less supply means not the 500,000 cars 
that can be sold at $500, but the 1,000,- 
000 cars which might be sold if the 
market would absorb them. He thus 
really insists that the price should be one 
which would equate demand to the full 
capacity of the plant for he says, “‘only 
as price is adjusted so as to equate the 
amount forthcoming at the price and 
the demand at the price will the econ- 
omy work as the traditional economists 
assumed.” What he really wants is, then, 
that the capacity output, or something 
like capacity output, be produced and 
offered on the market without reservation 
as to price. Let the market be cleared of 
cars. The price which would then be 
reached would be the one at which 
buyers would purchase all the cars of- 
fered and suppliers would offer all they 
could produce, regardless of cost or 
solvency. Mr. Henderson in his recent 


testimony was apparently thinking along 
somewhat similar lines when he argued 
about “‘break even” points. 

Because operation at full capacity, 
which is involved in his new definition 
of supply, is not continuous, Mr. Means 
insists that the market mechanism has 
failed. That, it seems to me, is really 
what all the talk about unused capacity 
means, even though the talkers do not 
explain what they mean. Conceivably 
they don’t understand it themselves. 
And now we may quote Mr. Means— 


It is the effects of this failure of the market 
mechanism which have brought the over- 
whelming demand from many quarters for 
governmental intervention in economic mat- 
ters. This inflexibility has impeded the bal- 
ancing of trade between nations, disrupted 
the workings of monetary policy, brought 
the banking system to its knees, obstructed 
the full use of human and material resources, 
disorganized the flow of savings into useful 
equipment, brought an unbalanced national 
budget and greatly increased economic in- 
security. 


There are only two alternative policies 
to establish “‘an effectively functioning 
economy” — 


(1) atomize the administrative units to the 
point where inflexible administered prices 
disappear ..., or (2) supplement the mar- 
ket mechanism with institutional arrange- 
ments (N.R.A., A.A.A., money system, etc.) 
sufficient to allow the economy to function 
effectively in the presence of and in spite of 
inflexible prices. 


The first alternative is discarded be- 
cause it would produce a lower standard 
of living. The second “‘would seek to 
supplement the market at the points 
where it tends to fail.”” Mr. Means dis- 
claims any idea that this is a socialistic 
concept since it does not mean “‘Govern- 
ment ownership because the problem is 
primarily the distribution of controls, 
not the locus of ownership.” 
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And all of these tremendous conclu- 
sions are based on a couple of charts of 
domestic prices covering a period of 
world-wide economic collapse! 

Now there are three main criticisms 
of the thesis of “Industrial Prices,” 
namely- 

(1) The statements regarding the re- 
cent development of “administered” 
prices is historically false and therefore 
the conclusions based upon “‘the gradual 
shift from market to administered 
prices” and the alleged causes of this 
non-existent shift are also false. 

(2) The assertion that the phenome- 
non of price rigidity is due to administra- 
tion by businessmen is superficial. Price 
rigidity is due to the nature of business 
costs on the one hand and the nature of 
the demand for industrial (mainly du- 
rable) goods on the other. 

(3) The dilemma as to the two choices 
of public policy, atomization vs. state- 
controlled soviets, is a false dilemma. 
There are other choices that he does not 
deal with. 

Mr. Tucker and Mr. Humphrey have 
shown that what Mr. Means asserted in 
1934 was a new development, is not new. 
“Administered prices” have not “‘re- 
placed”’ the “market prices of a century 
ago.”” The statement is simply contrary 
to the facts. Mr. Means himself seems 
since to have recognized at least part of 
his own original error in this regard for 
in an article appearing in the February 
1938 issue of the Yournal of Farm Eco- 
nomics he wrote as follows— 


Now inflexible administered prices have 
always been known. I don’t doubt that 
search in the ruins of ancient Egypt would 
disclose examples of administered prices 
which were highly inflexible. Likewise econ- 
omists have long been familiar with such 
prices. Adam Smith’s writings have been re- 
garded as an effort to break down the inflex- 
ibility of guild control over prices. 


From this original error it follows that 
the argument that this development is a 
result of Mr. Means’s déte noire, namely, 
the concentration of economic activ- 
ity in 200 large corporations, is also 
false. The facts are that the prices of 
many manufactured goods and many 
agricultural products in final form are 
equally rigid (bread vs. agricultural im- 
plements); that the prices of many 
manufactured goods produced by a 
multitude of small producers are much 
more rigid than the prices of many 
products produced by large producers 
(houses, bread and medical service vs. 
copper and rubber tires) and that 
farmers react just as business men do to 
prices that are below the out-of-pocket 
costs of production. For example, farm- 
ers always allow a crop to rot when the 
price will not pay the cost of harvesting. 
This is curtailing supply in the Means- 
ian sense and causes unemployment of 
harvesting hands and transportation 
workers just as the businessman’s refusal 
to continue to produce for an extended 
period at a price below his production 
costs is also reflected in unemployment. 

The fact is that Mr. Means’s distinc- 
tion between agricultural prices and 
industrial prices is an empty comparison. 
The valuable comparison is between raw 
material prices as such and finished goods 
prices including agricultural products as 
raw materials andincluding finished foods 
as finished goods. Agricultural prices at 
primary markets act just as industrial 
raw material prices,—they fluctuate 
widely. However, in the latter case, it 
will be noted that not only do industrial 
raw materials (metals, lumber, etc.) 
fluctuate widely in price but their pro- 
duction falls with the demand for 


finished goods made from them (mainly 
durable goods) while the demand for 
foods and therefore their production is 
sustained. 
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The new phrase ‘‘administered prices,” 
introduced in this manuscript, itself is 
an unnecessary innovation. It has a 
sinister connotation. To the extent that 
it refers to the phenomenon of a stated 
price at which the producer will sell it is 
as old as economic history and is equally 
applicable to the prices of the corner 
butcher, baker, bootblack and barber as 
to the prices of General Motors prod- 
ucts. It was the only legalized method 
of pricing in the Middle Ages when every 
product and service had a just price and 
any other price was both illegal and im- 
moral. It is the standard system of pric- 
ing in all cases where prices are set by 
governmental authority, for example, 
in the Post Office, the railroad and 
utility rate structures. Regarding its use 
in retailing, the following quotation from 
Professor Taussig’s Principles of Eco- 
nomics is interesting— 


In the earlier stages of industrial life, and 
even in many countries which have attained 
a comparatively advanced stage, retail 
prices are fixed by a direct process of higgling 
between sellers and buyers. In the very earli- 
est and most primitive stages, when ex- 
changes are few and sporadic, higgling plays 
a very important part... . In the highly de- 
veloped countries of modern times, bargain- 
ing in retail dealings has been almost entirely 
discarded. The dealer sets a price at which he 
will sell, and at that price the purchaser may 
take the article or leave it. The tacit under- 
standing is that the price so fixed shall be the 
current or market price, and that it shall be 
the same for all customers at the shop. The 
practise of fixed prices saves a vast amount 
of time and friction. The purchaser need not 
be on the watch to discover what other deal- 
ers are asking, and what is the going price; 
while, if he is not a marginal purchaser, but 
is enjoying some consumer’s surplus, he need 
not be on his guard lest the dealer take ad- 
vantage of his potential demand. The ease of 
everyday purchases and the efficiency of 
labor in retail operations are immensely pro- 
moted. Retailing on a large scale, conducive 


as it is to economy of labor, would be im- 
possible without the practice of fixed prices. 
In many parts of the continent of Europe it 
has not been fully adopted. There the retail 
dealer still asks, not the price which he will 
take once for all, but a price which he hopes 
to get from the individual purchaser, and 
which he is prepared to lower if the pur- 
chaser bargains shrewdly. The result is fric- 
tion, waste of time, and inefficiency. Taussig, 
Principles of Economics, p. 1§2. 


On the other hand, to the extent that 
the term “administered prices’”’ was in- 
tended to apply narrowly, i.e., only to 
prices of industrial products manufac- 
tured by large corporations, it is an in- 
valid and artificial distinction of no 
economic (but of enormous political) 
value. 

It is interesting that for all of his 
dogmatism, the author missed the really 
important modern economic develop- 
ment, that is, the growing tendency for 
industrial producers to concentrate on 
giving more value at a comparatively 
rigid price when they find that trying to 
maintain volume by further reducing the 
price of a standardized article fails. 
There are practical minimum specifica- 
tions for almost all manufactured goods. 
The automobile is the outstanding ex- 
ample of this type of product. Up to 
1923, the year of maximum gain in auto- 
mobiles in use, Ford was the most suc- 
cessful producer because he concentrated 
on expanding usage by reducing the first 
cost of a relatively standardized product. 
His continuance of that policy until 
1927, only four years, lost him the 
volume leadership to Chevrolet which, 
while reducing prices somewhat, con- 
centrated on increasing the value of the 
car at the prices charged. This policy is 
graphically shown in the contrast be- 
tween the two Chevrolets on display at 
the Statler Hotel. Will anyone question 
the lowering in real price which that 
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exhibit demonstrates? Comparison of 
price tags is shallow in a world of dy- 
namic changes in value at the stated 
price. The fact is that we have not de- 
veloped any adequate measures of such 
changes in value because of the subjec- 
tive nature of style appeal and other 
qualitative factors of so many of 
our modern goods. Consequently, Mr. 
Means’s reliance upon such inadequate 
measures as index numbers in reaching 
his startling conclusions on vital public 
policies is a gross weakness in his whole 
argument. 

Throughout this manuscript, the tra- 
ditional economic doctrines of price are 
presented as though they are short-run 
theories. They are not. They are long- 
run theories. No reputable economic 
theorist of my acquaintance ever taught 
that the classical laws of price were sup- 
posed to accomplish the desired re- 
direction of economic activity overnight. 
The three years of world-wide monetary 
deflation from 1929 to 1932 were not a 
period in which to have expected any 
substantial redirection of economic ac- 
tivity in accordance with the classical 
laws of price and theory of the profit 
motive. Those laws were developed to 
indicate long-term inter-product shifts 
and did not attempt to deal with condi- 
tions that result from a shift in the de- 
mand for all goods as compared to 
money. The application of the classical 
theories to economic behavior during a 
period in which the world economy broke 
down as a result of uneconomic political 
action by every nation, is a complete dis- 
tortion of those theories themselves. 

Everyone with the most elementary 
knowledge of human behavior knows 
that it is a slow process to persuade 
people to change their current economic 
course for a more profitable one. Witness 
the difficulty of persuading many thou- 
sands of surplus coal miners and farmers 


to seek other employment. Thus it is not 
the market mechanism which fails, but 
the individuals who rebel against the 
operation of that mechanism and use 
their political power to preserve them- 
selves from the effects of competition. 
That is why we have tariff blocs, Guffey 
Acts, A.A.A.’s and trade unions. 

The truth is that market effectiveness 
always has been slow in redirecting eco- 
nomic activity. It is impeded by custom, 
taxes, public policies of various sorts, in- 
cluding utility regulation, collective bar- 
gaining and other forces, and the com- 
mon practice of quoting prices which are 
only infrequently changed (a custom, by 
the way, which is as old as man’s sale of 
his own labor) has little if anything to 
do with it. The market mechanism was 
not nearly as effective a hundred years 
ago in accomplishing economic adjust- 
ments as Mr. Means implies it was, if for 
no other reason than the inadequacy of 
transportation and communication. In 
fact, one of the common complaints 
against our modern life is that economic 
changes now occur too rapidly, as evi- 
denced by the many series of economic 
activity that are increasing their sensi- 
tivity with the passage of time. 

Furthermore, in all of his discussion 
of the doctrine of laissez faire, the author 
only presents a part of the demand side 
of the doctrine and never once men- 
tioned the controlling factor for the sup- 
ply side, namely, cost. As I have already 
pointed out, to him supply is output at 
capacity, or near capacity. 

Any broad readjustment of prices of 
manufactured goods as Means implies 
would have been proper public policy 
from 1930 to 1932, could not have been 
achieved without drastic reductions in 
costs. The Government’s own analyses 
of the national income show that 84 per 
cent of the Income Paid out by Manu- 
facturing and 81 per cent in Construc- 
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tion are paid out in salaries and wages. 
Accordingly, there is little short-term 
price-cutting which can be done by in- 
dustrial producers without a general re- 
duction in labor costs either through a 
prompt increase in efficiency or a lower- 
ing of wage rates. Labor costs, utility 
and transportation rates and taxes ac- 
count for practically all industrial costs. 
It is the rigidity of these cash costs, 
which must be incurred before goods are 
available for sale, that makes unit costs 
actually increase as production falls. 
Since in the last analysis the only reason- 
ably prompt adjustments in cost which 
can be made are necessarily in salaries 
and wages, Mr. Means is really advocat- 
ing a program which would require a 
deflation of labor costs. The alternative 
would be universal bankruptcy, the un- 
employment resulting therefrom, and 
complete chaos. 

On top of this distortion of classical 
economic theory, the author missed the 
real problem entirely. The real problem 
of cyclical industrial unemployment 
arises out of the nature of our modern 
standard of living. Our modern standard 
includes an increasing number of durable 
articles that in large part we can do 
without or at least postpone replacing 
on our normal buying schedule for a long 
time. But these sudden postponements 
of buying precipitate cumulative forces 
which make for unemployment. It is 
well illustrated in what happened in the 
automobile industry last year. A small 
decline in production from the 1936-37 
level was expected by many persons in 
the industry. However, a decline of 50 
per cent in the rate of retail buying with- 
in a few weeks was wholly abnormal and 
was due clearly to the development of a 
liquidity preference, that is, to a sudden 
change in the value of money to its 
owners as a result of a panic. In 1937, a 
great many responsible people were dis- 


turbed about the probable consequences 
of the Administration’s political and eco- 
nomic policies and thus were extraor- 
dinarily sensitive to the smallest ad- 
verse economic development. After the 
outlook darkened in the Fall of 1937, 
over a million people who ordinarily 
could have been expected to buy new 
cars during the following ten months 
concluded that they and their families 
might need their money for something 
else so they jolly well decided to get 
along with the cars they had. Asa result, 
automobile sales fell faster than at any 
time on record. It is noteworthy that 
automobile sales in Washington, D. C. 
fell about as rapidly as sales fell in the 
rest of the country. Perhaps Washington 
customers as well as customers elsewhere 
should be reported, given quotas and 
required to buy. 

Since, as was pointed out in the ses- 
sion of the American Statistical Associa- 
tion on Tuesday, automobile demand is 
relatively inelastic, there was nothing 
for the producers to do last winter except 
reduce production. Mr. Means may 
glibly say that the managements should 
have chosen to produce and produce and 
spend and spend. But automobile manu- 
facturers are unlike the Government. 
They can’t “tax and tax,” or “print and 
print” money. Under a policy of sus- 
tained production, every manufacturer 
would have seriously impaired if not ex- 
hausted his working capital within six 
months, to say nothing of the fact that 
there was simply no practicable place to 
put any large additional quantity of cars 
by January of 1938. Automobiles cannot 
be piled up like pig iron or pig aluminum. 
If prices had also been cut, it would have 
been less than six months when the im- 
pairment of working capital would have 
been imminent. Instead, the manage- 
ments followed the policy that was in 
the best interests of the group to whom 
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they owe their first duty, namely, their 
security holders, as Mr. W. O. Douglas, 
the Chairman of the S.E.C. has recently 
insisted managements must do. Further- 
more, while this was difficult for many of 
the workers, it wasn’t half as difficult as 
it would have been for them under a 
policy that would have meant the bank- 
ruptcy of every automobile company in 
the country. Bankruptcies, like revolu- 
tions, are not fun to live through. 

The third major criticism of this 
manuscript is that the author has 
created an utterly false dilemma in 
which he says public policy is caught, 
namely, the choice between the two 
alternatives of atomization and organi- 
zation of producers into politically con- 
trolled soviets. 

I have already pointed out that Mr. 
Tucker has adequately demonstrated 
that in the days of the atomized econ- 
omy of a century ago, the same phe- 
nomenon of relatively rigid manufac- 
tured goods prices prevailed as today. 
Mr. Means overlooked the fact that 
atomistic producers of finished products 
have always ‘“‘administered”’ their prices. 
Consequently, the alternative of atomi- 
zation would in no way contribute to 
more flexibility of price. Mr. Means 
himself rejects this alternative on the 
grounds that it would sacrifice our stand- 
ard of living. In this, at least, he is 
correct. 

But his other alternative, namely, the 
organization of all producers into politi- 
cally controlled syndicates, does not deal 
with the problem of making prices more 
flexible. He himself admits that. He even 
agrees that it might make them more 
rigid than ever because of the difficulty 
of getting a meeting of minds so long as 
we still preserve our traditional demo- 
cratic form of government. 

Consequently, both of these alterna- 
tives, including the one the author 


favored, actually beg the entire question 
that he himself propounds. If, as he 
claimed, all of our troubles are due to 
rigid prices, how can he advocate a 
system in which they will necessarily 
become more rigid? What difference does 
it make who does the administering if 
the result is necessarily going to be the 
same or worse? Is there some divine 
wisdom that is to endow a group of 
representatives of rival interests fighting 
over the spoils as against the dollars and 
cents self-interest of the individual busi- 
nessman-producer? How could these 
proposed cartels lower prices signifi- 
cantly faster than private producers 
lower them except by bankrupting all 
the producers? Even in Russia, the state 
trusts are required to maintain solvency. 
Who is to appoint the Government 
representatives who are to wield such 
tremendous power of economic life and 
death over the producers? If we are to 
judge by the record of the Government 
Commissions we have known, such as 
the I.C.C., F.C.C. and others, that out- 
look is very discouraging. On the other 
hand, if they are to be elected, how shall 
we be assured that we will get competent 
administrators rather than politicians 
who, while highly efficient at using pub- 
lic money to get themselves elected, are 
usually hopelessly inefficient in matters 
of industrial administration? 

In fact, does not this proposal amount 
necessarily to the negation of our con- 
cept of private citizens managing their 
own affairs? What good would it do to 
have a soviet of automobile producers a 
la Means, that would plan production 
of automobiles unless it could make the 
consumers buy what, when, where and 
at the price decreed by its plan? How 
could one argue that under such a sys- 
tem the citizen was still a free man, free 
to make his own choice of values and 
free to change his mind regarding those 
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values without notice to the producers? 
The fact is that Mr. Means’s recom- 
mendations are necessarily predicated 
on Government dictation, rather than 
the citizen’s free choice, of value. As 
such, they are totalitarian and despotic. 
The author is thus advocating a system 
of political or state capitalism as against 
our traditional system of private com- 
petitive capitalism, the only system 
reconcilable with our concepts of politi- 
cal freedom as Thomas Jefferson, for 
one, clearly understood. 

Mr. Means says that since he does not 
advocate political ownership but only 
political control, his concept is not 
socialistic. In other words, when you 
have the technical ownership of your 
property but the Government has the 
power to dictate whether you may or 
may not operate it, the price you can 
charge for your product, and the profit 
you can make, that is not socialism. 
That distinction is somewhat disin- 
genuous. it is the sort of argument the 
Nazis adv-nce to prove that Germany is 
not a so istic country. The effect 
is totalitarianism, regardless of Mr. 
Means’s apologia. If capitalism merely 
means the right of some private citizens 
to receive interest and dividends, it is 
hardly worth preserving. The useful part 
of capitalism is the assumption of risks 
by private individuals for the sake of 
profit in the production of a broad range 
of values ‘om which free citizens can 
each choose those that constitute their 
own personal concepts of greatest per- 
sonal satisfaction. 

The present analysis has disclosed 
that Industrial Prices is not a scien- 
tific inquiry. Its major premise is in- 
correct and accordingly the conclusions 
based thereon are equally in error. Even 
Mr. Means himself, in his more recent 
article previously referred to, has modi- 
fied his original position. In fact, he 


even went further for in that same refer- 
ence he also retracted some of the 
dogmatic assertions of his earlier work 
and confessed to its “emergency char- 
acter,” when he wrote— 


Actually, to date, very little thought ex- 
cept of an emergency character has been 
spent on discovering how to make compat- 
ible the inflexible prices of big corporate en- 
terprise, a free market system for agriculture, 
democratic procedures, and effective use of 
resources. Until this problem is squarely 
faced and solutions sought, we cannot say 
what type of policy is most appropriate. 


To me, these words amount to a retrac- 
tion by the author of his own earlier 
recommendations of public policy. 

If his conclusions are so obviously er- 
roneous, why is the thesis still impor- 
tant? The answer lies in its political use- 
fulness. 

In his wholly amoral book The Folk- 
lore of Capitalism, our entertaining As- 
sistant Attorney General, Mr. Thur- 
man Arnold, has given us an interesting 
thesis regarding the political action of 
the ruling class. He says that the ruling 
class develops a dialectic to rationalize 
the use of its power and its privileges. It 
then promulgates a system of ethics that 
vindicates its policies and compiles a 
liturgy to enlist the emotions of the 
masses on its side. It seems to me that 
here we have a complete explanation by 
one New Dealer of the political popu- 
larity of another New Dealer’s work. 
Eprror’s Norte: Although Mr. Means spoke briefly in 


reply at the December meeting, he did not respond to 
the invitation to prepare a statement for publication. 


IMPERFECT COMPETITION 


By Frank H. Knicut 
University of Chicago 
I must begin by thanking the chair- 
man and organizer of this meeting for 
such a splendid opportunity to talk 
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about my life work, and to get in a little 
sales talk for my “‘line,”’ which is general 
price theory. For that in my opinion is 
the only defensible meaning of a discus- 
sion of the topic of imperfect competi- 
tion. To start out from the solid founda- 
tion of a Gertrude Stein-ism,—or a piece 
of formal-logical profundity, as one pre- 
fers,—“‘imperfect competition” is im- 
perfect ... competition. And | know no 
way to discuss imperfect competition 
except by contrasting it with perfect 
competition. And to discuss this con- 
trast (which is the only way of defining 
either term) really does launch me on an 
apologia pro vita mea, and “pro” eco- 
nomic theory as such. This line of en- 
deavor has been both my vocation and 
my leading avocation—my favorite “‘in- 
door game’’—as graduate student, as 
instructor and as professor—since the 
time when I enrolled in Alvin Johnson’s 
seminar in economic theory at Cornell 
in the Fall of 1913, a little over twenty- 
five years ago. 

It may be in order to “apologize” also, 
in the other sense of the word, for a 
certain lack of enthusiasm for most—not 
all—of the recent published discussion 
on the topic of our session this morning. 
The theory of imperfect competition is 
largely just theory of monopoly, and this 
has been as well established in economic 
theory as the theory of competition, for 
at least a half century,—since the first 
edition of Marshall’s major opus. The 
proud and defiant air of revolutionary 
novelty with which the doctrine is put 
forward by many of the expositors, and 
hailed by many others whose main in- 
terest is to evade and discredit any 
sound economic analysis, is not only 
false to facts but has done great damage 
to our science and to the hope, already 
dim enough, for sound social policy. 

The value of the newer writings as a 
contribution to monopoly theory is dif- 





ficult to appraise. Most of what is im- 
portant in this field was said by Cournot 
an even century ago. And his work also 
definitely launched the conception of 
monopoly rather than competition as the 
approach to market analysis in general, 
—or would have done so if economists 
had read his book. I may take the 
liberty to say that my own teaching has 
rested on this point of view since I began 
to give courses in economic theory, be- 
fore 1920, and that I have been putting 
it into print since a slightly later date. 
It has “always” seemed to me to be 
“obviously” the correct approach for 
realistic or practical discussion, in con- 
trast with pure theory, which deals, 
necessarily, with perfect competition as 
a limiting or ideal case.’ Thus, as I see it, 
the relation between perfect and im- 
perfect competition is essentially the re- 
lation between theory and reality or 
practice in economics, or more ac- 
curately, between the more general 
theory and theory in a form applicable 
to reality. 

Another reason for lack of enthusiasm 
for the current discussion of our topic is 
the way in which the notion of “perfect 
monopoly” is bandied about by some 
writers, as the antithesis of perfect com- 
petition, or a limiting case at the op- 
posite end of the scale. This is fallacious, 
and essentially without meaning, just as 
the notion of perfect disequilibrium, the 
verbal antithesis of perfect equilibrium, 
is meaningless. The only perfect or com- 
plete monopoly would be that held by a 
producer or seller of all products, since 
competition for the consumer’s dollar 
extends in some degree to all products 


1] have also been arguing for the past twenty years 
or so, that all competition between products should 
be regarded as substitution, with “perfect” competition 
as the limiting case in which the wares of different sellers 
are economically indistinguishable to exactly the same 
group of buyers making up the demand side of the 
market for “‘both,” i.e., the single one. 
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without restriction. Such a monopolist 
would have to be a pharoah, combining 
ownership of his subjects and all their 
effects with absolute political sover- 
eignty; in effect, he would have to be 
“God.” Competition is purely a matter 
of degree. Imperfect competition has to 
be described and hypothetically meas- 
ured with reference to the limiting case 
as a bench mark, just as locations have 
to be measured from a zero point, or 
origin of coordinates. But there is no 
implication that the axes have a similar 
terminus at the “‘other end!” 

As everyone knows, it is only in a 
very few markets that we have in reality 
the requisites of ideal competition, 
namely the anonymity, along with large 
numbers, of both sellers and buyers. And 
in the nature of the case, none of these 
markets handle final products, or have 
contact with ultimate consumers. I refer 
of course to the markets for securities 
and for a few of the leading “‘primary”’ 
products, such as grains, fibers, and 
metals. (These markets, however, are 
affected by imperfect competition in 
another sense which will be noticed later 
on.) 

As a pedagogical technique for in- 
troducing the discussion of price theory 
from this point of view, my practice has 
been to take some familiar example of a 
branded and nationally advertised com- 
modity, such as any well known fountain 
pen, or automobile, and ask the class if 
the producer has a monopoly. This self- 
answering question is followed by two 
others. First, whether an exclusive pro- 
ducer of fountain pens as such or auto- 
mobiles as such—or of writirig materials 
or ‘‘vehicles’”—would be subject to com- 
petition. And secondly, whether two 
sellers of the same branded product in 
locations next-door to one another 
would or could be perfectly competitive. 
Before the end of one class session— 


which seems to be about the proper 
scope for the discussion of this whole 
topic,—it would be emphasized that dif- 
ferences in location “‘necessarily” confer 
a degree of monopoly, which in itself is 
enough to make perfect competition in 
final products theoretically impossible; 
and there are other facts making it im- 
possible for any two sellers of any final 
product to have identically the same 
market, to furnish means of satisfying 
identically the same bundle of wants to 
identical lists of buyers, unless, as al- 
ready noted, they are kept strictly 
anonymous by a distinct unitary, im- 
personal marketing organization. 
Another possible meaning of imper- 
fect competition, apart from some degree 
of monopoly over a more or less distinct 
product, is the notion of “oligopoly,” 
(Greek for “‘few sellers’) with duopoly 
at one end of a scale and perfect com- 
petition at the other, the product being 
strictly identical. This also goes back 
to Cournot, as every student knows, 
(though as far as I know, the term 
“oligopoly” is of recent coinage). It can- 
not be discussed here, beyond noting 
doubts as to whether there is very much 
to be usefully said about it. This sus- 
picion seems to be rather confirmed by 
the content of the very large amount 
which has been said, in published chan- 
nels. It probably needs recognition as a 
theoretically more or less distinct factor 
in the situation, and perhaps has more 
tangible significance in reality than I 
personally see. I am not saying that the 
discussion of it should be suppressed, 
but merely that I don’t see much that 
can be done with it for the purposes of 
theory itself or its application to policy. 
It is always hard to say where the line is 
to be drawn, or the balance struck, be- 
tween useful economic analysis and mere 
puzzle making and solving. There is a 
good deal of the latter in recent literature. 
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However, out of the “furor” over im- 
perfect competition has come, I think, 
progress in economic thinking and teach- 
ing along two lines. The first is more 
important for theory, or general analy- 
sis, the second for the problem of policy. 
The first advance is that, because the 
discussion has caught the ear of the 
profession, it has led to more effective 
incorporation of the theory of monopoly 
into economic discussion, and in addi- 
tion, to further working out of the eco- 
nomics of the firm or the enterprise, 
beyond what had been achieved before. 
Analytical apparatus has been developed 
beyond that of Cournot and Marshall, 
especially in the use, (due chiefly to 
Pigou) of the curve of marginal revenue 
in relation to marginal cost, and both in 
relation to the “average” curves. 

The second development, which is 
profoundly important for the discussion 
of policy—insofar as it has really been 
achieved !—is the theory of monopoly in 
the sense of price control associated with 
freedom of entry into the industry—the 
cartel situation. It is certain that mo- 
nopoly of this sort, the evil of which is a 
double waste without any final gain to 
anyone, is of enormously greater practi- 
cal importance in the aggregate than 
simple exploitative monopoly.” It needs 
to be emphasized that while some degree 
of monopoly pertains to practically 
every business enterprise, the aggregate 
importance of monopoly exploitation is 
enormously exaggerated in the public 
mind. In strict theory, all profit is 
monopoly profit. (Profit theory is also 
very largely another name for the theory 
of imperfect competition.) The amount 
of profit in the theoretical sense made by 

2 This theory is not worked out in either of the two 
leading books on our topic, those of Edward Chamberlin 
and Joan Robinson, respectively. The theory is de- 
veloped in unpublished work by Henry C. Simons and 


also by Nicholas Kaldor; but I do not know of any pub- 
lication in which the analysis appears. 


business on the whole is probably a nega- 
tive quantity. There is of course some 
profit due to arbitrary restriction and 
which it would be desirable to eliminate. 
But most of it is a part of the “lure” 
which is necessary to keep the economic 
game going in the form of free enterprise. 
The great evil is that most of the re- 
strictive activity is self-defeating and 
leads to waste without gain, and is an 
obstruction to the working of the profit 
motive itself. 

I have now taken about half my avail- 
able time—characteristically in Eco- 
nomics—in the way of “introduction,” 
which also—just as characteristically— 
consists chiefly in “grouching” about 
other people’s work and the state of the 
science and profession at large. I should 
like to use the second half in an attempt 
to be somewhat more constructive, or at 
least to indicate the main lines along 
which substantial advance on real prob- 
lems seems to me attainable. In this 
effort, I shall speak briefly of two prob- 
lem fields, which seem to be of especial 
interest to students of Marketing. These 
are, first, the role of “‘selling,” including 
advertising, and secondly, a type of 
market imperfection which seems to me 
to have been neglected by theorists, and 
which is hardly brought to mind by the 
expression “imperfect competition.” 

The objective in all selling and ad- 
vertising effort is of course to increase 
the consumer appeal of the products or 
wares of those who pay for the selling 
effort or advertising in any case. It is a 
well recognized fact that this result is 
achieved, at least in part, by creating 
a “psychological” “product-differentia- 


tion,” or reduction of the readiness of 
purchasers to “substitute” other prod- 
ucts for the product or group of products 
being “pushed.” In other words, the aim 
back of selling and advertising effort is 
to create or enhance a degree of mo- 
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nopoly position for the products af- 
fected.* The concern of a theorist in this 
connection, as will be understood, is not 
with matters of advertising or selling 
technique. From the side of theory as 
such, he is concerned with the correct 
analytical treatment of the phenomena, 
in terms of supply and demand functions 
and the tendency to equilibrium. From 
the side of the practical application of 
theory, his concern is with the social- 
economic significance of the phenomena, 
with what can be said about the social 
values, and social costs, involved. Cor- 
rect theoretical analysis is, of course, 
prerequisite to relevant discussion of 
social significance. 

The main fact which needs emphasis 
in connection with sales pushing is the 
difficulty of separating objective con- 
siderations from moral judgments. Scien- 
tific objectivity runs into something like 
a paradox for common sense. From a 
purely objective standpoint, any action 
which increases the consumer appeal of 
a product, (always in comparison with 
other products), must be viewed as an 
“improvement” in that product.‘ For 
the scientific economist, the buyer is the 
final judge of values, his “satisfaction 
function,” is a datum for economic 
analysis. Hence, there is no objective 
economic difference between increasing 
the demand for a product, or reducing 
the elasticity of its demand, by “‘puffing”’ 
and by any other “improvement.” 

3 See Spurgeon Bell, “Fixed Costs and Market Price,” 
Q.J.E. Vol. XXXII (May, 1918) pp. 509-24; also, 
George B. Hotchkiss, ‘““An Economic Defense of Adver- 
tising,” American Economic Review, Vol. 15, Supp., 
(March 1925) pp. 14-22. 

4 We must keep in mind that the truism called “Say’s 
Law” makes the idea of a general increase in consumer 
demand identical with an increase in total production; 
hence economists must finally consider advertising both 
from standpoint of the relative consumption of different 
products and from that of the effects upon the aggre- 
gate volume of production and consumption. The 


limitations of Say’s Law belong to the theory of the 
economic cycle, which is outside the scope of this paper. 


An illustration is the easiest way to 
make this clear, and a convenient ex- 
ample is the safety razor. A particular 
producer may differentiate his razor 
from others in virtually an infinite num- 
ber of ways which may serve to enhance 
its appeal to the buyer, and not only— 
we must remember—in comparison with 
other “razors” (or other implements for 
achieving a similar physical result) but 
in comparison with any other product 
whatever. At one extreme, the producer 
may make the cutting blade of harder 
or tougher steel; at the other, he may 
publish “poetry” and pictorial art relat- 
ing to it in (say) the Saturday Evening 
Post. To the theorist, there is no differ- 
ence, as there is none to the producer 
himself. It is purely a question of which 
procedure yields the larger profit in re- 
lation to total outlay incurred. Beyond 
this is only somebody’s judgment as to 
what the consumer ought to prefer, and 
perhaps ought to be made to choose. 

Between the harder blade and the 
poetry there are all gradations. Our pro- 
ducer of razors may spend a great deal in 
improving design—of the implement and 
the case to keep it in—in packaging, etc. 
Consumer appeal is enhanced by various 
considerations affecting “‘convenience,” 
and these merge imperceptibly into pure 
“‘beauty,” which the student must leave 
to individual judgment,—and the con- 
troller of social policy likewise, in any 
free social order. In no field can “real” 
beauty be separated from conventional 
evaluations, ‘‘fashion,” or mere competi- 
tive display. Only by administrative 
dictatorship can any line, or practically 
meaningful distinction, be drawn be- 
tween “objective” and ‘“‘subjective” 
qualities in any article of merchandise. 

Moreover, there is a factor which is 
created by advertising, which must be 
recognized as having objective value to 
the individual, and hence as a “social 
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utility.” This begins with reliable in- 
formation, in a narrow factual sense, 
about the product, and goes on to in- 
clude other grounds for confidence in its 
quality, outside the range of what the 
purchaser can see or know directly. The 
reputation of a producer or dealer for 
reliability, both as to statements of con- 
crete fact and for finding out and follow- 
ing the best practice, in mechanical 
features and also in matters of taste, is 
costly to build up, and as easily de- 
stroyed as a flower. The knowledge that 
a producer cannot create such good will 
by puffing alone, and cannot afford to 
throw it away or jeopardize it, is the 
best safeguard so far invented for vital 
consumer interests. 

These considerations would naturally 
lead to a discussion of the possibility of 
“impartial” sources of information about 
products, and so into the question of 
what policy would be followed in con- 
nection with advertising and merchan- 
dising in an ideal socialistic economic 
order. Time limits, and the enormous 
difficulty and slipperiness of the con- 
cepts involved, prevent going very far 
into this subject. Nearly everything de- 
pends on what one takes to be the mean- 
ing of “ideal” in speaking of an ideal 
social order, and on the assumptions 
made as to what features of “human 
nature” are assumed to carry over from 
the old order into the new. At the risk of 
seeming merely dogmatic and prejudiced 
(in the eyes of those holding different 
views) I must say that after much re- 
flection I am convinced that in the 
matter of advertising, as in most other 
vital matters, the socialistic state made 
up of human beings at all similar to those 
known through history and current ob- 
servation, could not make any very 
revolutionary changes without becom- 
ing paternalistic and dictatorial, de- 
priving individuals of their fundamental 


liberties, destroying incentives, and vir- 
tually converting society into something 
like a penitentiary or orphan asylum.® 

Limits of time allow only the sketch- 
iest reference to the second and more 
neglected of the two phases of imperfect 
competition mentioned above as fields 
for constructive advance. The line of 
thought which I should have liked to 
develop may be indicated by reference 
to two items or lines of public policy 
which have simultaneously been ar- 
dently pursued as reform measures by 
the present ““New Deal” administration. 
One is the anti-trust, anti-monopoly 
policy exemplified in the harassing of 
industries such as steel and cement,with 
a view to making them follow selling 
policies closer to ideal competition. Side 
by side with this, I suggest placing under 
scrutiny the agricultural policies and 
program of the government. As has been 
remarked above, and “as every school- 
boy knows,” the marketing of agri- 
cultural products is the one large and 
important field in which the conditions 
of production and consumption have 
spontaneously established and main- 
tained the fundamentals of free compe- 
tition. How well the country at large 
likes this situation is presumably indi- 
cated by the fact that a liberal-reformist 
government, elected by an enormous 
majority, is straining every resource, 
both of its treasury and of its legal and 
constitutional powers, to get away from 
the situation and not only to authorize, 
but directly to create the crudest sort of 


5 As regards advertising, the fact that the different 
branches of General Motors, and similar organizations, 
are allowed to spend as much in this form of “wasteful” 
competition as do typical independent concerns, may 
suggest some of the analysis which cannot be given here 
in detail. It must especially be kept in mind that under 
free enterprise there is no monopoly in advertising itself 
which is an intensely competitive activity. This is the 
first and the main thing which would be changed in a 
controlled or planned economy! 
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monopoly in this industry, or group of 
industries.® 

I must have it understood that this 
observation is not made entirely as a 
criticism of the government’s agricul- 
tural policy—though I would not be 
interpreted, on the other hand, as giving 
that policy any degree of approval.’ The 
point for the scientific economist is two- 
fold. On the one hand, the situation 
apparently shows that the public does 
not like free competition, and probably 
will not tolerate it, under political ma- 
chinery which makes possible the free 
expression and enforcement of its wishes. 
Undoubtedly this is to be explained 
largely by the failure of the public to 
understand the working of the competi- 
tive mechanism, and by fundamental 
prejudices and suspicions which lead to 
a grossly exaggerated estimate of the 
amount of monopoly and of manipula- 
tion which exists. But, on the other 
hand, this is not the whole story. The 
theorist must also recognize that, human 
nature and the world being what they 


6 Reformers seem to be generally oblivious of what 
seems to me the first question in the general problem of 
policy,—whether the aim should be to make free enter- 
prise “work” satisfactorily as far as possible, or whether 
it should be taken for granted that wherever freedom 
yields results regarded as undesirable it should be 
abolished and bureaucratic control substituted in its 
place. 

7 It seems fantastic to pay out billions of dollars to a 
group of producers to induce’ them not to produce, 
when most of them are not candidates for relief and 
when many of the purchasers of their products are 
without income and being supported by public charity. 


are, the free competition of the market 
does not bring about a close approxima- 
tion to the results described in pure 
economic theory. 

Even in his relations to the most im- 
personal market, the real man is not a 
close approximation to the economic 
man, who is the frictionless machine of 
economic mechanics. Two or three 
psychological factors in particular, inter- 
vene to distort the pure-theory picture 
as it is necessarily drawn at the most 
general and abstract level of analysis. 
The first is the psychology of specula- 
tion. A second is that of rivalry and 
“strategy.” Under the conditions of eco- 
nomic activity in the real world, the in- 
dividual cannot possibly make his de- 
cisions either in terms of the facts of the 
present moment, or in a purely individ- 
ualistic way. In planning and directing 
his activities, he is compelled to guess 
at what others are doing and going to 
do; and he will also inevitably try to 
influence the actions of others. If he did 
not,—if everyone tried to follow the 
guidance of prices from moment to 
moment,—theoretical analysis _ itself 
shows that the result would again be 
great distortion of the theoretical tend- 
ency to equilibrium, perhaps greater 
than what we actually observe. It is in 
the field indicated by the last observa- 
tions that in my opinion the largest 
opportunities exist for further research 
and analysis into the relations between 
perfect and imperfect competition. 
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THE ECONOMIC SIGNIFICANCE OF 
RECENT PRICE LEGISLATION* 


C. E. GRIFFIN 


Dean and Professor of Marketing, School of Business Administration 
University of Michigan 


HE PRICE legislation to which refer- 
, is made in this session includes, 
I presume, the Robinson-Patman Act, 
the various state resale price mainte- 
nance laws together with the Miller- 
Tydings amendment, and the minimum 
price laws. These laws have different 
specific objectives, but they have enough 
in common to enable us to discern a 
general movement of which these are 
special manifestations. Some of the fea- 
tures which these laws have in common 
will be suggested as we proceed. 
Ostensibly, these laws are aimed at 
difterent alleged evils. The Robinson- 
Patman Act purports to prevent un- 
warranted price favoritism in the pur- 
chase of goods. The state resale price 
maintenance laws give to a manufacturer 
the legal right to specify the price at 
which his branded goods will be resold, 
and the Miller-Tydings amendment is an 
attempt on the part of the national gov- 
ernment to give effect to the purpose of 
the state laws. The laws against selling 
below cost are aimed at preventing some 
retailers from injuring others by an un- 
economical retail price policy. The laws 
thus impinge upon prices in apparently 
different ways: the first deals with rela- 
tive prices paid by retailers, the second 
with prices relative and absolute charged 
by retailers for identical branded goods, 
and the third group with prices charged 
by retailers on any and all goods relative 
to the costs of those goods. 


* Paper read before the joint meeting of the American 
Marketing Association and the American Accounting 
Association at Detroit in December 1938. 


Let us consider these laws individually 
a little further. The Robinson-Patman 
Act represents an extension of the rule 
against discrimination on the part of a 
seller between buyers. As a general prin- 
ciple, the undesirability of arbitrary dis- 
crimination has been long recognized. 
As to public utilities, this attitude has 
long existed even in the common law 
and, more specifically, in statute such as 
the Interstate Commerce Act. And as to 
other businesses, it was prohibited in the 
Clayton Act. Furthermore, I think it is 
fair to say that business men themselves 
recognized that discrimination, in the 
absence of some specially justifying cir- 
cumstances, was questionable on ethical 
grounds. Competitive forces might make 
it necessary, but there was an apologetic 
attitude toward it very much as there is 
an apologetic attitude toward the prac- 
tice of reciprocity even on the part of 
many business men who engage in it. In 
a sense, therefore, the Robinson-Patman 
Act was merely giving more practical 
effect to a principle which was approved 
by the common sense of the business 
community as well as approved by 
legislation. 

The price maintenance laws also ap- 
parently put into effect a principle that 
has long had a considerable support in 
this country. That principle is that a 
manufacturer who has attached his 
name or brand to an article of his pro- 
duction should be permitted to specify 
at the time of sale the conditions under 
which it could be resold. This principle 
did not have as wide an acceptance as 
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did the principle of a similar price to all 
which underlies the Robinson-Patman 
Act. Indeed, there was wide acceptance 
of an opposing principie to the general 
effect that when a retailer had bought 
and paid for goods, he should be per- 
mitted complete control over them to 
the extent of throwing them in the river, 
giving them away, or selling them for 
any price he could get. And this oppos- 
ing principle prevailed whenever legis- 
lation was proposed authorizing manu- 
facturers’ control of resale prices. Never- 
theless, there was a respectable minority 
favoring such laws, and the idea had 
considerable vitality and survival value. 
In short, there was nothing new in the 
principle of manufacturers’ control of 
resale prices and no shocking violation 
of accepted principles in legalizing it. 

The prohibition against selling below 
cost can also be rested upon a principle 
that enjoys widespread acceptance. It 
seems clear to many people that the 
selling of goods below cost is uneconomi- 
cal and must be prompted either by the 
seller’s ignorance of his costs or by a 
pernicious motive of damaging competi- 
tors. So it could be argued that a pro- 
hibition against this practice was war- 
ranted for the protection of the seller 
himself. Certainly, no great harm could 
come from insisting that business men 
follow sound business principles. 

But in the characterizations of these 
three types of laws, I have of course 
been talking about good reasons rather 
than real reasons. In considering any 
kind of proposed legislation, the distinc- 
tion between good reasons and real rea- 
sons is all important. The good reasons 
represent the rationalizing of the real 
reasons. 

If we want to discover the real signifi- 
cance of these laws, I believe we must be 
more concerned with the identity of the 
sponsors, their motives, and the state of 


mind of the public and the legislators 
who approved them than with the de- 
fenses that can be offered for them. 
When we find these things, we will have 
found the real reasons for the laws. 

When we seek the sponsorship of these 
laws, we find interestingly enough that 
substantially the same group of people 
sponsored all three types of legislation. 
These groups are the small, independent 
retailers and the wholesalers who serve 
those retailers. Moreover, they are pri- 
marily the independent retailers and 
wholesalers in those lines of trade in 
which the chain stores have made sub- 
stantial progress. Thus, we have one 
very important common factor present 
in the passage of three types of laws 
which superficially appear to have little 
connection. And it is significant that 
substantially the same groups of spon- 
sors and the same group of legislative 
spokesmen are sponsoring the federal 
anti-chain store bill. 

The recent sponsorship of at least one 
class of these laws has shown an inter- 
esting change. I refer to the resale price 
maintenance laws which in previous pro- 
posals have been sponsored by certain 
manufacturers of branded products who 
asked the power to control resale prices. 
But in the passage of forty-three state 
laws in the short period of four years, 
the real impetus has come from retailers. 
The manufacturers, in so far as they 
have appeared as sponsors, have often 
been the unwilling, or at least the luke- 
warm, tools of the retailers. Individual 
cases are well known in which manv- 
facturers have been opposed to such leg- 
islation but by a threatened boycott of 
the retailers have been forced to ask for 
it and to use their newly gained powers 
to control resale prices and even to de- 
fend these powers in the courts. Here 
truly the voice is the voice of Jacob, 


but the hand is the hand of Esau. The 
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retailers who insist that the manufac- 
turers have this power also insist that 
they use it to maintain prices satisfac- 
tory to them. Thus, the protection which 
the manufacturer was assumed to gain 
for the prestige of his product and for 
his channels of distribution becomes a 
protection for regular retailers against 
those who would for one reason or an- 
other like to reduce prices. And one of 
these reasons (though admittedly not 
the only one) may be that some retailers 
have been able to reduce costs of retail- 
ing and would like to reap the benefit of 
that advantage by attracting more busi- 
ness. 

Likewise, in the laws prohibiting sales 
below costs, things are not what they 
seem, for these laws are ostensibly de- 
signed to prevent any retailer from sell- 
ing below his individual costs. Actually, 
however, since it is very difficult to dem- 
onstrate actual costs of selling individual 
items of goods, various standard meas- 
ures are set up. For example, the cost 
will be assumed to be at least ten per 
cent above the invoice cost. Or again, 
the average cost as determined by a 
recognized survey will be accepted as 
prima facie evidence of individual costs. 
Now when we take average cost or some 
arbitrary cost figure in lieu of the actual 
individual cost, we have price fixing, 
or at least retail margin fixing. The 
effect is that an efficient retailer can- 
not reduce prices to consumers below 
the level required by his less efficient 
competitors. In other words, under the 
actual operation of the laws, the effect 
would seem to be to protect some traders 
in their established ways of doing things 
against the impact of other dealers who 
have found better, or at least different, 
ways of doing them. Put in these gen- 
eral terms, we unmask a law ostensibly 
designed to encourage sound business 
methods, and find it is our old friend 


protection: protection of the established 
group against would-be invaders of the 
field, protection of the old ways against 
the new. 

Now, let us see how these laws tie 
together. If independent retailers are 
feeling the competition of some of their 
number or of chains in the sale of a 
certain product, there are several lines 
of attack: (1) coerce the manufacturer 
under the resale price maintenance laws 
into setting a resale price satisfactory to 
the majority of retailers, (2) prevent the 
giving of lower prices to larger buyers 
under the Clayton Law as amended by 
the Robinson-Patman Act, and (3) pre- 
vent the lowering of retail margins un- 
der the sales-below-cost laws. Finally, 
if none of these works (and they are 
fraught with practical and legal difficul- 
ties), come out into the open and seek 
a death penalty law for your most seri- 
ous competitors. Apparently, we have 
come to this stage, for a bill which its 
sponsors hope will be listed as H. R. No. 
I in the coming Congress is frankly 
called the Anti-Chain Store law. 

What is the significance of this legisla- 
tive attack upon the chain store method 
of distribution? From one point of view 
this question can only be answered by 
determining the relative costs of mar- 
keting through chains and through al- 
ternative channels. Any precise meas- 
urement of these relative costs is impos- 
sible, for a number of reasons. One is 
that the type of service rendered by the 
different methods of retailing differs, 
and hence we have no very satisfactory 
common basis for comparison. Further- 
more, we all recognize that generaliza- 
tion is dangerous on this point, for on 
the score of efficiency, there are chains 
and chains and independents and inde- 
pendents. However, the detailed studies 
that have been made by several inde- 
pendent investigators seem to indicate 
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that chain store prices are somewhat 
below the prices of independents, and 
this seems to be tacitly admitted by the 
opponents of chain stores in the very 
legislation which we have been consider- 
ing. For this legislation obviously aims 
at the maintaining of prices or raising 
of prices above existing levels, tactics 
which would have little point if the 
chains were not offering price advan- 
tages. A further conclusion seems to be 
justified by these studies and by com- 
mon observation: that the effect of chain 
store competition has been to raise the 
level of retailing efficiency. This result 
is apparently attained by two methods: 
(1) by eliminating from the field the 
least efficient of the independents and 
(2) by the demonstration which the 
chains have given to all retailers of 
certain improved methods of retailing. 

There is, however, a broader basis for 
our conclusion as to the effect of this 
kind of legislation upon marketing costs. 
That is, that in our kind of society, there 
is no very sure way of determining the 
relative effectiveness of different busi- 
ness methods other than by trying them 
out in the market place. That is partic- 
ularly true in retailing where effective- 
ness involves such imponderables as 
convenience to consumers and the ad- 
justment of services to consumers’ de- 
sires. While in the field of production, 
a manufacturer may use laboratory tests 
and proving grounds; in the field of mar- 
keting there is no completely and finally 
satisfactory proving ground short of the 
market itself. The market constitutes 
the scales upon which all new methods 
are weighed, and there should be no lay- 
ing of hands upon the scales nor even a 
heavy thumb. But it might be suggested 
by the proponent of such legislation as 
we are considering that this analogy can 
be carried further to the effect that it 
may be necessary to have government 


standards and regulation to make sure 
that the scales themselves are honest 
and true. To this, I heartily agree. But 
government inspection of the scales 
should aim not at favoring one party to 
a transaction or another, but should see 
to it that the scales tell the truth. Like- 
wise, in the regulation of marketing, it is 
proper that the government should at- 
tempt to prevent unfair practices which 
are comparable to rigging the scales. 
But the fact that some of these measures 
are given the attractive label of “fair 
trade laws’”’ does not convince me that 
their purpose is really to insure a fair 
field open to all. 

Costs of marketing are high. They 
are high relative to costs of production. 
While production costs of the past sev- 
enty-five years have been reduced, little 
if any progress has, by and large, been 
made in reducing the costs of getting 
goods from producers to consumers. Stu- 
dents of marketing are well aware of a 
number of extenuating circumstances 
that can be offered as excuses for this 
fact. But the fact remains that the costs 
of marketing are to a considerable extent 
robbing us of the advantages gained on 
the side of production. We need more 
experimentation in this field, not less, 
and when a new method that offers any 
promise of success appears on the scene, 
be it chain stores, mail order houses, 
super markets, cooperative marketing, 
or any other, in should be welcomed and 
given its fair chance to prove itself with- 
out favor or handicap. 

In spite of my harsh words, I believe 
that no particular odium should attach 
to the retailers sponsoring these laws. 
They are doing in their way what some 
manufacturers have done by the protec- 
tive tariff, what others did under the 
N.R.A., what workers are doing through 
their unions, and, at times, I suspect, 
what professional people are doing in 
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raising the bars against admission to 
their fields. The significance lies not in 
the fact that some special groups in the 
economic system are bent upon saving 
their own hides. Rather, I believe it is 
in the fact that these groups have finally 
found the way to use the democratic 
machinery of government to attain these 
ends. 

The possibilities of gaining protection 
for established groups are very great 
under a democratic system of govern- 
ment. This potential weakness of demo- 
cratic government was recognized in the 
middle of the last century by Lord Ma- 
cauley. He predicted that our form of 
government could not succeed because 
it gave too great an opportunity for the 
great middle class of undistinguished 
mediocrity to protect itself against the 
disturbance of change wrought by the 
more adventurous leaders. According to 
his view, it was inevitable that those in 
established positions would use their po- 
litical power to preserve themselves in 
those positions and thereby progress 
would be hopelessly checked. A number 
of patriotic speakers have mentioned 
Macauley’s prophecy only to point to 
the progress we have made and to show 
that Macauley was mistaken. It is a 
sobering thought, however, that he may 
have been wrong in his timing, but not 
in the real dangers to a democracy. 

This fundamental danger to a democ- 
racy is not of course to be established 
by these laws alone, for their probable 
practical effects can very easily be exag- 
gerated. The significance of these laws 
lies not so much in their own effects as 
in the fact that they are merely special 
manifestations in this field of retailing 
of a movement and an attitude of mind 
which has become very general in recent 
years. I refer to the increasing desire to 
protect existing institutions and the old 
ways of doing things against the compe- 


tition of new institutions and new ways. 

The period of the past one hundred 
fifty years has been a period of rapid 
change. The inventors and innovators 
have had their day to a greater degree 
probably than in any similar period in 
history. And during this time, a new 
world of tremendously increased produc- 
tive powers has been created. But a 
period of progress such as this carries 
with it the seeds of its own destruction. 
For progress and change are costly. For 
example, they involve a high rate of 
obsolescence of physical equipment, and 
this cost is particularly burdensome to a 
highly capitalistic society. Again, change 
involves the violation of vested rights 
and interests, and these vested rights 
and interests are soon asserted by the 
innovators themselves or by their chil- 
dren. Thus, an individual starts with an 
idea. He successfully prosecutes it to the 
discomfort of those who are established. 
But in the course of time he (or possibly 
his children) gets a stake in the commun- 
ity, and the new method becomes the 
established method. At this stage, he 
(or his children) changes his role from 
one of adventurous individualism to that 
of a defender of the old ways. Ulti- 
mately, the forces of conservatism thus 
generated become strong enough to place 
an effective check upon change, and the 
period of progress comes to an end. Thus 
were the forces of individualism and 
progress stifled in France under Colbert. 
But Colbert in his minute regulation 
of French industry was merely reflect- 
ing what many French manufacturers 
wanted; that is, protection for them- 
selves in their way of doing things as 
against the innovators who had new and 
perhaps better ways. The history of 
many countries and periods show that 
it is possible for an established group or 
class of people to use an autocratic gov- 
ernment to place handicaps upon those 
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who are threatening their positions. But 
it is also possible to do the same thing 
in a democracy, through the power of 
well organized and interested minorities. 
It is unnecessary to argue this proposi- 
tion to anyone who has observed the 
political scene in the past decade. 

These forces of conservatism are 
strengthened in a time of depression. 
Being unable to understand the whole 
pathology of a depression, we center our 
attention upon the plight of individual 
groups. And the most obvious remedy 
for the ills of any group is to defend that 
group against competition and aid it 
in restricting the supply of goods or 
services which its members uncontrolled 
would produce. This solution which 
seems so obviously appropriate when 
applied to farmers, or to laborers, or to 
retailers, separately, spells economic sui- 
cide, or at least stagnation when applied 
to all of them. As Mr. Walter Lippmann 
has so well pointed out, we have come 
dangerously close to a policy of special 
privileges for all. 

And so a political policy or drift, 
which is described by its defenders as 
progressive and liberal and by its ene- 
mies as radical, is to my mind essentially 
conservative. It is conservative in the 
real sense of the term in that it is aimed 
at conserving what we have, rather than 
risking what we have for something 
better. The restrictions upon produc- 
tion, the standardization of wages, the 
limitations of hours, the resale price 
maintenance laws, the minimum price 
laws, and the anti-chain store legislation 


are all alike in that they are aimed at 
conserving and protecting either groups 
or the whole society against the disturb- 
ing effects of change. It is a comfortable 
policy; it may be a sane policy; it may 
even be an inevitable policy; but it is 
not a progressive policy. 

The broader significance, then, of re- 
cent price laws is that they are anti- 
chain store and anti-price cutting laws. 
As such, they are designed to protect 
the general run of independent mer- 
chants from the competition of those 
who threaten the existing order. They 
represent in the retail field the growing 
forces of conservatism which are appear- 
ing in many other fields. If the people 
of the country and our legislators in 
particular do not develop a willingness 
and an ability to see such measures in 
terms of the general welfare, rather than 
considering them separately group by 
group, there is serious danger that the 
system of free enterprise will be still 
further impaired. Time and the occasion 
do not permit an analysis of the political 
and social results of such impairment of 
our economic system as seems to lie at 
the end of this road. I cannot refrain, 
finally, however, from throwing out in a 
tentative way the proposition that where 
a system of free enterprise is impossible, 
a system of political democracy is also 
impossible. The real significance of re- 
cent price legislation lies, I believe, in 
such fundamental questions as this as 
well as in the practical effect which such 
legislation will have upon a special sector 
of our economic life. 
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SAMPLING PROBLEMS IN CURRENT 
TRADE STATISTICS* 


EDWARD 


N THE Bureau of Foreign and Domes- 
l tic Commerce we have been working 
since 1933 in the field of current trade 
statistics. Through the pages of the Your- 
nal of the American Statistical Associa- 
tion and other media? the extent of our 
activity has been brought to the atten- 
tion of those interested in this field. This 
paper, however, is designed to emphasize 
the necessity for using sampling methods 
in the collection of current trade data, 
to discuss the criteria we have adopted, 
and to illustrate certain techniques used 
by the Bureau of Foreign and Domestic 
Commerce for evaluating the stability 
and significance of our sample and for 
determining the adequacy of the current 
data. 

As a means of economically represent- 
ing large masses of data, the use of the 
sampling method is probably beyond 
controversy. The work of Dr. George 
Gallup and of Fortune magazine in the 
field of public opinion, and of the A. C. 
Nielsen Company in the field of market- 
ing, are outstanding examples of prac- 
tical measurement by the use of small 
samples. Two conditions make the em- 
ployment of sampling methods a neces- 
sity in the collection and dissemination 
of information on current trade condi- 

* Paper read before a joint meeting of the American 
Statistical Association and the American Marketing 
Association at Detroit in December 1938. 

1 The author is indebted to Mr. W. C. Truppner for 
material assistance in the preparation of this paper. 

? See E. L. Lloyd, “Current Trade Statistics,” Journal 
of the American Statistical Association, 33 (1938 p. $79.) 
Also E. L. Lloyd, “Development of Retail Sales In- 
dexes,” and “Progress of Current Trade Reporting 
Program,” Survey of Current Business, February 1936 
and September 1938. For construction of specific indexes 


see March, April, and December of 1934, September 


1936, and May 1937 issues of the Survey of Current 
Business. 
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tions. In the first place, both wholesale 
and retail trade are characterized by an 
extremely large number of,units* whose 
operations are not easily measurable. In 
the second place, the data to be of use 
to business men must be made available 
without delay. 

This second condition is one which is 
frequently forgotten and which has pos- 
sibly become the reason for the most 
severe criticism of Government statistics 
in general. While the student of social 
and economic phenomena is mainly in- 
terested in statistical activity from the 
point of view of one studying the compi- 
lations, testing their adequacy, refining 
them further, and drawing conclusions, 
the business man is interested in their 
use as a measure of his own operating 
efficiency and as an indicator of trends. 
This interest implies immediacy of pub- 
lication if current data are to be of 
maximum value to him for his restricted 
technical interpretation. Inasmuch as 
the business man is both the source of 
raw data and one of the principal users 
of the compiled statistics, it is impera- 
tive that his expressed desire for imme- 
diacy of publication be satisfied so as to 
maintain the availability of basic data. 
Making the current statistical compila- 
tions available at the time they are of 
the greatest value to the users and 
suppliers of raw data solves many of 
the problems relative to cooperation. It 
must be borne in mind that cooperation 
involves the contributors’ expenditure of 
both time and money. And to win his 


3 According to reports of the Bureau of the Census, 
there were in the United States in 1935: 1,653,961 retail, 
176,576 wholesale and 169,111 manufacturing establish- 
ments. 
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full cooperation he must be assured of 
some value in return for his outlay. 

The voluntary basis upon which fig- 
ures in the current statistical program 
of the Bureau of Foreign and Domestic 
Commerce have been collected limits 
considerably the use of available sam- 
pling techniques. Since these figures are 
voluntarily supplied by business houses 
it becomes necessary to present the ad- 
vantages of participation to potential 
cooperators as fully as possible. To at- 
tain this end it immediately becomes 
apparent that organized membership 
lists, such as those supplied by trade 
associations, must be used. This proce- 
dure has the additional advantage of per- 
mitting the presentation of the program 
to individuals, both directly and through 
their trade groups. 

Even though trade associations organ- 
ized on a national basis are used as a 
means of obtaining cooperating firms, it 
is patent that the statistical techniques 
based on random sampling methods are 
put beyond our reach. Distinct and im- 
portant biases are introduced by this 
method of sampling. First, it cannot be 
assumed, and is almost invariably never 
true, that national trade associations are 
geographically distributed in accordance 
with the total population in their repre- 
sentative lines of trade. Second, the 
mere fact of membership in a trade 
association indicates that a marked dif- 
ference in operating method may well 
characterize the firms agreeing to coop- 
erate after solicitation from such lists. 
That is to say, that the factors which 
account for membership in organized 
trade associations undoubtedly carry 
over and affect the selling, purchasing 
and other operations of individual firms 
in those aspects of trade which we are 
endeavoring to measure. 

In addition to these biases introduced 
by the use of associations, there are 


several broader considerations of which 
account must be taken. The first of these 
is that the mere fact of voluntary coop- 
eration indicates that the sample is no 
longer on a random basis. This is true 
regardless of whether firms respond to a 
request for cooperation from an associa- 
tion list or from an independent inquiry 
sent directly from the Bureau. The rea- 
son for this is that the agreement to 
cooperate is very frequently based on 
(1), the availability of records from 
which to supply the information, (2), 
the institution’s interest in statistical 
data, and (3), the cooperator’s capacity 
and facilities to apply the information 
to his own particular problems. These 
considerations are of vital importance 
since, a priori, it may well be concluded 
that the existence of individual firm 
records, interest in current movements, 
and ability to use statistical data will be 
correlated with progressive operations 
in each of the other aspects of the firm, 
including those which we are attempting 
to measure. It follows then, that a bias 
will exist in all samples requiring the 
existence of records and the ability and 
willingness to prepare reports from them 
by participating companies. 

As may be expected from the forego- 
ing, it is very evident from the results 
of the analyses made of many of the 
samples that there is positive correlation 
between the size of individual firms and 
their willingness and ability to contrib- 
ute figures. Larger firms have more com- 
plete operating records, and in addition 
find it possible to utilize the published 
data because of their specialized person- 
nel. Consequently all statistics collected 
on a voluntary basis will be somewhat 
overweighted by the larger units unless 
careful adjustments are made. Before 
taking up each of these biases in detail 
it is probably well to point out that they 
fall into two classes. 
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In the first class may be placed these 
which can be called “‘necessary evils.” 
Into this group would fall a characteris- 
tic such as progressiveness. I think I can 
safely say that no adjustment can be 
made to allow for the bias in voluntary 
reporting which may result from the col- 
lection of data from firms which are on 


3. The proportional distribution of vol- 
ume by geographic location 

4. The distribution by size of business 
groups 

5. The distribution of type of operation 

6. The proportional relation of specific 
series to total trade. 


While time limits a discussion of our 


TaBLe I. Cur Square Test oF DistRIBUTION BY GEOGRAPHIC AREAS OF FuLL SERVICE 
AND LimITED FuncTION WHOLESALE Grocers* 









































Census* Pp Samplet ? (p—P) (p—P)? (p— Pp)? 

firms firms ? 
New England 172 .045 28 .039 — .006 .0000 36 | .00092 
Middle Atlantic 446 187 104 .143 + .026 .000676 | .00473 
East North Cent. 676 .176 99 837 — .039 .OO1 $21 -O1110 
West North Cent. 380 .099 108 -149 + .050 .002500 | .01678 
South Atlantic 659 172 110 .1§2 — .020 .000400 | .00263 
East South Cent. 415 .108 67 .092 | —.016 .000256 | .00278 
West South Cent. 652 .170 33 -183° | +.013 .000169 .00092 
Mountain 172 .045 27 .037 | —.008 .000064 | .00173 
Pacific 261 .068 49 068 | .000 .000000 | .00000 
N= 3,833 1.000 | n=725 1.000 | — | - | 04159 





* 7935 Census of Business Bureau of the Census, Department of Commerce. 
t Current Developments in Food Distribution October 1938, Bureau of Foreign and Domestic Commerce, De- 


partment of Commerce. 


the average more progressive than the 
total population from which they are 
drawn. 

In the second class fall those biases 
due to characteristics which are not 
proportionally distributed. Biases repre- 
sented by this group are subject to men- 
suration and adjustment for the error 
arising from these biases. 

In this second class criteria have been 
set up in the Bureau of Foreign and 
Domestic Commerce for checking the 


validity of the sample. These criteria 
include: 


1. The adequacy of volume coverage 
2. The proportional distribution of firms 
by geographic location 


* See A. L. Bowley, ““Measurement of the Precision 
Attained in Sampling” Bulletin De L’ Institut Interna- 
tonal De Statistique—Vol. 22, 1926. 


method of treatment of the data in the 
light of each of these criteria, a descrip- 
tion of the technique of the analysis 
which has been employed with regard 
to frequency distributions on a geo- 
graphical basis should suffice. In Table 
I are listed the total number of general 
line grocery wholesalers located in the 
nine geographic regions of the United 
States as enumerated in the 1935 Census 
of Distribution. The sample frequency 
distribution which is to be compared to 
it was taken from the October 1938 issue 
of Current Developments in Food Dis- 
tribution. The sample consists of firms 
reporting monthly figures in the current 
wholesale trade reporting program of the 
Bureau of Foreign and Domestic Com- 
merce. 

The extent to which bias has been 
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introduced into the sample is indicated 
by the Chi Square test for a sample 
drawn from a known universe. (Table I.) 
It should be pointed out that the 
difference in the dates of each of these 
series introduces a possibility of error 
due to the mortality of established con- 
cerns and the birth of additional enter- 
prises. We have, however, determined 
from other sources that the mortality 
factor should not seriously impair the 
results of the comparison. One indication 
of mortality is secured by the Bureau 
from the number of “‘out of business” 
returns received from the Post Office 
Department as the result of mailings 
to specific lists. Recently a mailing was 
made to 5,790 Pennsylvania retailers 
who were in business in 1933. Replies 
were received from 40 per cent of this 
group in 1938. Of the number of replies, 
apprcximately 9 per cent were marked 
“out of business.’ Since those firms not 
replying were still in business in 1938, 
this indicates that approximately 3.6 
per cent of the original group of retailers 
ceased operations in the interim. Retail 
units are much more likely to fluctuate 
in number than wholesale units, con- 
sequently this figure gives some indica- 
tion of the upper limit of variation in the 
wholesale series. It is also to be noted 
that the retail series extends over a 
period two years longer than the whole- 
sale series which we are analyzing. 
Further, we are not concerned with 
the total change but with regional shifts 
which might disturb the proportionality 
of the original distribution over a period 
of time. However, a very significant re- 
lationship exists between the net change 
in births and deaths among geographic 
regions, which, combined with the small- 
ness of the changes themselves, leads to 
the conclusion that the 1935 distribution 
may be employed as a basis with which 
to compare the current series without 


introducing serious error. As our se- 
ries continues, and as later censuses are 
taken, these tests can be applied to 
samples selected on dates identical with 
the time of the population count. 

The calculated value of Chi Square is 
equal to 37. This indicates that the dis- 
tribution of the full service and limited 
function wholesale grocery units on a 
geographic basis shows a variation from 
the total population which is greater 
than the differences expected if the sam- 
ple had been selected on a random basis. 
In other words, it verifies one of the 
statements made at the outset of this 
discussion, namely, that our method of 
selection introduced a bias in the geo- 
graphic distribution of our sample. 

It is apparent, however, upon inspec- 
tion of the components of (p;—P,;) that 
the bias results chiefly from the large 
number of firms reporting in the Middle 
Atlantic and West North Central regions 
and lack of cooperating firms in the East 
North Central area. In other words, in 
applying this test we have not only 
established the fact that our method 
of sampling introduced an error, but 
we have also developed a guide to a 
remedial technique for rectifying the 
condition. It is apparent that further 
promotional activity to increase the cov- 
erage of this sample should be made in 
the East North Central, South Atlantic, 
and East South Central regions. No pro- 
motional activities calculated to increase 
the coverage in the West North Central 
or Middle Atlantic areas need be en- 
gaged in. The extent of the additional 
promotion will be determined by the 
approach of the value of Chi Square to 
some arbitrary value, let us say the 
number of Cells minus one (C —1), or the 
number of degrees of freedom. The ex- 
penditure of time and money on further 
refinement probably would not yield re- 
sults commensurate with its cost. 
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It should be pointed out at this time 
that the ultimate purpose of the current 
trade statistics which we publish is to 
measure the percentage changes and 
trends in dollar sales, inventories, and 
credits. Consequently, the fact that our 
sample is not distributed proportion- 
ately on a regional basis does not neces- 
sarily vitiate the validity of these meas- 
ures to the same extent as would be the 
case if our statistics purported to show 
movement of establishments. Since we 
have a disproportionate amount of large 
firms, it follows that although errors are 
introduced in the distribution of our 
sample from the standpoint of the num- 
ber of establishments, statistical tests 
applied to reported data such as sales 
will yield more encouraging results. This 
is a consequence of the fact that our 
coverage on a dollar volume basis is far 
more adequate than our coverage on a 
number of firms basis. 

Additional tests on these data have 
not been included merely because of the 
difficulties involved in obtaining com- 
parable figures. Shifting of dollar volume 
between geographic regions, and _ be- 
tween various size firm groups occurs 
on a larger scale than movement in 
the number of establishments. Conse- 
quently, it is impossible to utilize infor- 
mation which is three years old as we 
were able to do in the example outlined. 
However, when a later census is taken, 
which covers the same period as our 
current sample, adequate tests on this 
basis can profitably be made. 

It is necessary, however, that more 
refined analysis of the reporting sample 
taking into consideration several of the 
other criteria, such as size of business 
groups and type of operation, be made. 
The need for analysis of this type was 
made evident in a study conducted on 
the sales experience of a group of confec- 
tionery manufacturers supplying their 


figures for the 1936 edition of Confec- 
tionery Production and Distribution® 


TaB_e II. Conrecrionery MANUFACTURERS 
BusineEss-Si1zE-Groups 

















Ny Per cent increase in 
Sales group fir of sales—1935 from 

rms 1934 
$1,000,000 or more 39 +9 
$ 500,000 to $999,999 44 +10 
$ 100,000 to $499,999 129 +10 
$ 20,000 to$ 99,999 106 +14} 
Lessthan f$ 20,000 $7 +17 





The analysis of the movement of sales 
by the size of business groups clearly 
indicates a varying degree of shift among 
various sized units between the years 
1934 and 1935. The striking relationship 
between the per cent of gain in sales and 
the size of business groups is shown in 
Table II. 

Of further interest in this connection 
are the data shown in Table III taken 


TasB_e III. DistrR1BuTION oF SALES BY CONFECTIONERY 
MANUFACTURERS BusINEss-S1zE-Groups 




















: er eee 
Through | Direct! Direct 
to |\toind.\ Other 
Sales group whole- . 
chain| re- | ways 
salers : , - 
Stores | tailer 
$1,000,000 or more 714 22 6} | — 
# 500,000 to $999,999 | 57 174 | 25 | 
$ 100,000 to $499,999 50 21 2 | — 
Less than $100,000 48 1 | 39 | 2 





from the same study. The repercussions 
on the various segments of the distribu- 
tive organism by substantial shifts in the 
proportion of the total market going to 
manufacturers of various sizes is evi- 
dent. These shifts take place over a 
period of months, possibly as a result of 
economic variations in various business 
conditions or as a consequence of special 

5 Confectionery Production and Distribution—1936, 


Bureau of Foreign and Domestic Commerce, Depart- 
ment of Comerce. 
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conditions prevailing in particular in- 
dustries. 

While these data do not permit us to 
draw a cause and effect conclusion, the 
fact that shifts occur in the proportions 
of the market being taken by the various 
sized firms is apparent. Whether the 
shift is caused by the greater mobility 
of the smaller firms, which enabled them 
to take full advantage of the beginning 
of a strong upsurge or whether the result 
can be ascribed to another cause is not 
relevant to the present issue. The ines- 
capable conclusion is that analysis of 
current figures must be a continuing 
process to take account of these varia- 
tions and their consequences. 

In addition to testing the reporting 
samples for validity, it becomes neces- 
sary to establish their consistency over 
a period of time. Testing the reliability 
of series based on a changing sample 1 is 
particularly necessary in our case since 
the statistics which we publish are based 
on a non-identical sample from month 
to month. 

Reporting firms submit three months 
of data each month: current month, 
previous month, and same month of 
previous year. This means that the com- 
parisons for any given month are based 
on identical samples, but that the com- 
parisons for months are based on figures 
furnished by a different group of identi- 
cal firms. 

The reliability of figures compiled in 
this fashion will therefore depend pri- 
marily on (1), the size of the reporting 
sample, (2), the consistency with which 
firms report for consecutive months, and 
(3), the similarity between individual 
firms in the reporting group. 

In Table IV simple monthly indexes 
constructed from identical (Column 1) 
and non-identical (Column 2) groups of 
full-service drug firms are shown. The 
Construction of this table is as follows: 


Column 1—Represents the monthly sales 
during 1937 expressed as a percentage of an 
average 1937 month for an identical group of 
127 drug wholesalers reporting figures con- 
secutively for each month of the year. 

Column 2—Represents the monthly sales 
expressed as a percentage of an average 1937 
month for a sample varying from 135 to 154 
firms during the year. These indexes were 
calculated by letting January 1938 equal 
100. The months of 1938 were then calcu- 
lated by linking with this base month, using 
the month to month changes reported by the 
varying groups of firms. The 1937 relatives 
were then calculated by applying year to 
year changes to each of the 1938 monthly 
relatives. 

Column 3—Represents the percentage dif- 
ference between the relatives and Column 1 
and.Column 2. 


TABLE IV. SimpLe RELATIVES BASED ON FULL-SERVICE 
AND LimITED-FuNCTION WHOLESALE 
Drucaists’ SALES—1937 

















ZI 2 | 3 

Relatives calcu-\ Relatives calcu-| Per cent 

Months lated from an lated froma | differ- 

identical group | non-identical ences 

of 127 firms | group of firms | 

January 99.6 97-4(135)'| —2.2 
February 93-6 93.4 (138) | —o.2 
March 103.2 101.0(142) | —1.2 
April 97.2 98.5 (142) | +1.3 
May g1.2 93-0 (145) | 2.0 
June 94.8 97.4(151) | +2.7 
July 92.4 92.5 (143) | +0.2 
August 94.8 95.4 (14: 3) | +0.6 
September 110.4 110.6 (154) | +o.2 
October 110.4 105.6 (149) | | 4.4 
November 103.2 104.0 (140) | 0.8 
December 109.2 110.1 (136) | 0.8 
1,200.0 1,200.0 16.6 











1 Number of firms reporting each month. Total num- 
ber of firms reporting for one or more months approxi- 
mately equal to 170. 


It is noted that a substantial differ- 
ence between the two series of relatives 
exists in only one month, October, where 
there is a variation of 4.4 per cent. One- 
half of the relatives have a difference 
of less than one per cent. The arithmetic 
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mean of the per cent differences, disre- 
garding algebraic signs is 1.4 per cent, 
whereas the geometric mean, which re- 
cords a truer picture in light of the one 
pronounced deviation, is approximately 
0.9 per cent. It will be recollected that 
the indexes computed for the changing 
sample have a cumulative error which 
varies from a first power error in the 
case of January to a twelfth power error 
in the case of December. 

This would seem to indicate that 
the errors introduced into this specific 
series by the technique of sampling on 
a non-identical basis do not seriously 
effect the accuracy of the results. 

In conclusion, then, our general 
method of operation apparently can best 
be termed a hybrid—resulting from the 
union of a selection of units on a non- 
random basis with the application of 
remedial measures undertaken with a 





view to eliminating defects revealed by 
statistical analysis of the original results. 
I am of the opinion that the end result 
of this process may be called representa- 
tive sampling. It is true that the meth- 
ods employed are somewhat circuitous 
but I think it is apparent that the prac- 
tical considerations which I mentioned 
at the beginning of this paper are such 
that they cannot be ignored. 

The primary need today is a full reali- 
zation by the collector and the inter- 
preter of the limitations and means of 
correction of current trade statistics. 
While extraneous considerations do not 
permit sampling on a random basis, the 
presence of close approximations to total 
population in the field of distribution 
statistics makes it possible to adjust sam- 
ples so that the various criteria which 
must be satisfied to make samples repre- 
sentative can be met. 





STATISTICAL PROBLEMS IN FOOD 
DISTRIBUTION*® 


RALPH B. SHARBROUGH 
Research Statistician, The Great Atlantic &§ Pacific Tea Co. 


HE STATISTICAL department of a 
p pete engaged in food distribu- 
tion on a national scale performs two 
important functions: (1) Analysis of all 
available data concerning the company’s 
own operations, and (2) general eco- 
nomic research to determine its relation- 
ship to the national distributive system. 
Frequently there is no clear demarkation 
between these functions, and the same 
personnel are engaged in each. Thus the 
person who analyses the company’s sales 
and expense figures will usually prepare 
any figures furnished to research organi- 
zations; and analyse the reports com- 
piled by these agencies for comparison of 
the company’s operations with the av- 
erages shown by the study. 

Among economic writers who have 
studied the history of The Great Atlan- 
tic & Pacific Tea Company it has been 
frequently commented that the most 
remarkable characteristic of the organi- 
zation is the manner in which it has 
adapted itself to changes in economic 
conditions during the past 79 years. Anal- 
ysis of the company’s current and his- 
torical data afford definite evidence that 
its growth and prosperity have been the 
result, not of chance, but of a persistent 
study of changing economic trends and 
a courage to adapt operating policies to 
meet changing conditions. 


Price TRENDS 


Early in the history of the Company, 


* Paper read before a joint meeting of the American 
Marketing Association and the American Statistical 
Association at Detroit in December, 1938. 
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the buyers of important commodities 
such as tea, coffee, sugar and butter 
found it necessary to maintain charts 
and graphs showing seasonal and long- 
term variations in prices and quantities 
sold. The trend of prices was checked 
against the price indexes of the Bureau 
of Labor Statistics, as these were de- 
veloped, and sales compared with quan- 
tities produced or consumed as shown by 
the Department of Agriculture and the 
Department of Commerce. During the 
World War the study of price changes 
assumed particular importance, and the 
trends shown by the business were 
checked carefully against the indexes 
of the Bureau of Labor Statistics and 
other available indexes, such as those 
of the New York Annalist, Dun, Brad- 
street and Gibson. It became evident, 
however, that the commodity weight- 
ings of these indexes varied so greatly 
from the weightings of commodities in 
the Company’s sales that these indexes 
did not explain satisfactorily the effect 
of price changes on its own operations. 
This was particularly true in the analysis 
of the retail sales, where it was found 
that the Bureau of Labor Statistics price 
index did not show the true relationship 
of dollar sales and physical volume of 
business, and it was felt that the com- 
pany would have to develop an index of 
its own for this purpose. A number of 
experimental indexes were tried out dur- 
ing 1919 and 1920; and, in 1921, a re- 
tail index based on the Company’s own 
prices and weightings for 41 important 
representative commodities was con- 
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structed and extended back to a 1913-14 
base. In 1929 this retail index was ex- 
tended to include about 100 commodities 
and a corresponding index of wholesale 
prices was set up. The wholesale index 
is computed weekly and serves as a ba- 
rometer of current market prices for the 
use of the purchasing organization. The 
retail index is computed monthly, as of 
the same date as the retail price index 
of the Bureau of Labor Statistics, and is 
used to determine the effect of prices on 
the dollar sales of the company. For this 
purpose it has been sufficiently accurate, 
when used as a basis of current estimates 
of value per ton, to indicate the tonnage 
sales of the company within a fraction 
of 1%. 

We have frequently been asked to 
publish these indexes. Our reluctance to 
do so has been founded, not on any 
motive of secrecy, but upon our knowl- 
edge that these were distinctly indexes 
of A & P price factors; and were less 
suitable for general use than the pub- 
lished indexes of agencies whose weight- 
ings were based on general consumption, 
such as those of the Bureau of Labor 
Statistics. The Company’s indexes rep- 
resent neither the changes in the general 
level of food prices, nor the trend of 
consumer food expenditures, but simply 
the price element of A & P purchases and 
sales. 


GENERAL Economic TRENDS 


No less important than the trend of 
food prices are those general economic 
trends which affect all business, and par- 
ticularly those which affect the volume 
of consumer food purchases. From this 
angle, studies of national income such 
as those of the National Bureau of Eco- 
nomic Research and the Department of 
Commerce; indexes of the volume of 
trade such as those maintained by the 
Federal Reserve Board and the Depart- 


ment of Commerce; and, particularly, 
studies which tend to break down the 
national volume of trade by geographic 
areas, as L. D. H. Weld does in the trade 
barometers which are published monthly 
in Dun’s Review, are of especial value. 
Of equal importance are the studies of 
the cost of living made by the National 
Industrial Conference Board and the 
Bureau of Labor Statistics, which show 
the food component of the typical family 
budget. Such studies, together with the 
figures of the Department of Agriculture 
and the Department of Commerce on 
production and consumption of impor- 
tant commodities, reveal the economic 
pattern of which food distribution is a 
part. 


SALES OF Foop aT RETAIL 


Of more direct interest is the actual 
volume of food retailed, both in the 
United States as a whole and within 
specific areas, as a check on the efficiency 
of the distributor in various territories. 
The need for this information is of such 
great importance that attempts were 
made to estimate the total volume of 
food retailed for many years before the 
Census undertook the task of covering 
the retail field. As early as 1925 the A& 
P had developed its own method of esti- 
mating the per capita retail food sales 
in each of its sales territories, and revised 
these estimates annually, in accordance 
with changes in population and retail 
prices, until the 1929 Census figures were 
available. Although this Census revealed 
considerable variation in local estimates, 
the U. S. total as estimated for 1929 was 
within a fraction of 1% of the Census 
total. From the Census figures it is now 
possible to check sales volume against 
the total food sales of any town or city, 
as well as against those of any sales 
territory, in the Census years. Accurate 
estimates for the intervening years can 
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also be made by use of the Department 
of Commerce indexes of independent re- 
tail and chain store sales. 


LIMITATION OF CENSUS DaTA 


The data compiled by the Census has 
been of outstanding value to all in the 
field of distribution, by enabling each 
distributor to know the amount of busi- 
ness that is available and what part of 
it he is securing. The Census has also 
made other valuable contributions to 
our knowledge of the national economic 
structure through its analysis of employ- 
ment and wage payments, rent and 
other expenses; but has not fully ex- 
hausted its possibilities, and information 
is as yet unavailable on many vital ques- 
tions which might easily be answered 
from the data which was collected in 
its field surveys. 

In the Census of Business for 1935 a 
great deal of information was collected 
which has never been compiled or pub- 
lished. This includes data as to the sale 
of specific commodities, the classification 
of stores according to the exact type of 
ownership and operation, the affiliation 
of independent retailers in various vol- 
untary or cooperative groups, and a 
comprehensive comparison of wage and 
expense rates of chain and independent 
stores. 

With the tabulation of the 1935 data 
still incomplete, the Census Bureau em- 
barked this year on a Census Survey of 
Business for 1937-38, based on schedules 
submitted voluntarily from only a frac- 
tion of the business organizations in the 
Unites States, and including only sales, 
inventories and payrolls. The results of 
such a survey can be classed only as 
indexes of trends; and, as such, largely 
duplicate indexes already available. The 
sales indexes of the Federal Reserve 
Board and of the Bureau of Foreign and 
Domestic Commerce, and the wage in- 


dexes of the Bureau of Labor Statistics 
have been constantly improved and ex- 
tended in recent years, and indicate the 
trends of distribution and employment 
with sufficient accuracy to permit the ex- 
tension of Census figures closely enough 
for all practical purposes within five- 
year periods. If the same amount of 
effort and expense that has been devoted 
to the 1937-38 Census Survey had been 
applied to a further analysis of the 1935 
Census figures, we would have had a 
much more accurate analysis of the 
conditions which existed in that year; 
which, extended by available indexes, 
would have given us a much clearer un- 
derstanding of what has taken place 
during the subsequent years. 


DUPLICATION OF REPORTS 


Every large organization receives 
thousands of requests from statistical 
agencies of all kinds for information. 
Most of these requests are for informa- 
tion already supplied to some agency of 
national standing and included in its 
published reports. To avoid the enor- 
mous expense of needless duplication, 
as well as to keep information of a confi- 
dential type in responsible hands, A & P 
long ago adopted the policy of coop- 
erating with the organization which was 
able to make the most comprehensive 
use of the material, and referring other 
inquirers to the results published by the 
agency with which it had cooperated. 
This may be illustrated by its coopera- 
tion with the Bureau of Labor Statistics 
on retail prices and with the Department 
of Commerce in its indexes of chain store 
sales, to each of which reference has al- 
ready been made. This policy is based 
upon the conviction that one good index 
is worth more to the business commun- 
ity thana dozen poor ones, and that the 
public interest is best served by coop- 
erating with a few outstanding agencies 





























THE FOURNAL OF MARKETING 





383 





that are able to compile and publish 
figures of recognized value. 


PROPAGANDA ANALYSIS 


Of recent years, a new situation has 
arisen in American business. Organized 
pressure groups, representing selfish mi- 
norities, have instituted drives for legis- 
lation which would favor the operation 
of their own businesses or handicap that 
of their competitors. 

Recently, by way of illustration, the 
chain stores of the nation have been 
made the targets of punitive legislation 
instigated by groups of wholesalers and 
jobbers. These minorities have agitated 
for the adoption of taxes so prohibitive 
as to assure the destruction of chain 
stores. 

Statisticians enter the picture because 
the proponents of chain store taxes have 
resorted to the use of half-truths and 
distorted reports and figures. Failing to 
obtain authentic facts to substantiate 
their charges, they have misrepresented 
the true state of affairs to the public. In 
such cases it becomes the duty of the 
statistician to detect the misleading use 
of figures, and to acquaint the public 
with the true facts. 


STATISTICAL HALF-TRUTHS 


In this type of statistical research the 
greatest problem lies not in finding fig- 
ures on a given subject but in determin- 
ing the reliability of the figures and the 
scope within which they may be accur- 
ately used. 

Mr. A. C. Nielsen, speaking before 
the Associated Grocery Manufacturers 
of America on November 29, 1938, is 
reported to have sharply criticized the 
research activities of advertising agen- 
cies, publications, and radio groups; as- 
serting that such effort was apt to be 
prejudiced, and designed to discover 
what the sponsors wanted discovered. 


Jerome B. Cohen, in The Fournal of 
the American Statistical Association for 
December 1938, has made some very 
interesting comments upon the misuse 
of statistics, and even suggests the es- 
tablishment of a committee by the As- 
sociation for the purpose of informing 
members of instances where current at- 
tempts are being made to deceive, and 
the devotion of a page or two in each 
issue of the Yournal to recording in- 
stances of error. 

Most insidious of the misuses of statis- 
tics is the statistical half-truth,—a state- 
ment of results from a statistical study 
which, without actual misstatement, 
fails to limit the conclusions to the actual 
scope and findings of the survey; so that, 
either by accident or design, the study 
lends itself to misrepresentation of the 
actual facts. It is an old adage that a 
half-truth is more dangerous and damn- 
ing than an out-right falsehood. The sta- 
tistical half-truth is no exception. 


CHAIN AND INDEPENDENT WAGES 


Frequent reference has been made of 
late to a 1931 study of wages which, in 
its summary of conclusions, said: 


Comparable data on chain store and “‘in- 
dependent” dealer wages for full-time store 
selling employees are available for the fol- 
lowing eight kinds of business: 

Grocery 

Grocery and Meat 

Drug 

Tobacco 

Ready-to-wear 

Shoes 

Hardware 

Combined dry goods, dry goods and ap- 

parel, and general merchandise. 


The weighted average weekly wage of 3,933 
independent store selling employees in these 
eight kinds of business for the week ending 
January 10, 1931, was $28.48, as compared 
with $21.61 for 107,035 chain store selling 
employees. 





384 


THE FOURNAL OF MARKETING 





This statement without its context 
was eagerly broadcast by opponents of 
chain stores. The spokesmen of chain 
stores carefully avoided any reference 
to this study, and quoted various other 
studies which showed opposite results. 
Yet a simple review of the complete 
report shows a series of glaring examples 
of statistical half-truth, that completely 
nullifies its conclusion. 

Let us examine the data which is in- 
cluded in this report and from which 
these conclusions would appear to be 
derived. 

Full information on wages paid was 
collected from 1,219 chains which op- 
erated 64,680 stores and represented all 
of the more important national and sec- 
tional chains. These averages of wages 
paid included all stores of the report- 
ing chains in cities, towns and villages 
throughout the United States. 

For comparison with these chain 
stores, schedules were compiled for in- 
dependent dealers in 43 selected cities 
and towns, two of which were later ex- 
cluded. Here entered statistical half-truth 
No. 7. The 41 cities finally selected for 
this comparison ranged in size from 
25,000 to 3,376,000; all but two were 
over 30,000, and the final list averaged 
Over 547,000 in population. A further 
check on the representative character of 
these cities is available in the Census of 
Distribution for 1929, which analysed in 
detail the 39 which were over 30,000 in 
population. In these cities the average 
sales of all single store independents 
were $32,171 per year, as compared with 
an average for all such stores for the 
United States of $25,592 per year. The 
average salary of a full-time employee 
of a single store independent in these 
cities was $1,420 per year, as compared 
with an average of $1,296 in the total 
United States. Obviously, then, there 
was a bias of $124 per year or 9.6% in 


favor of the independents at the very 
beginning of the study, due to the selec- 
tion of large cities, in which sales vol- 
ume averaged much higher and in which 
salaries paid were much above the aver- 
age for the entire country, to compare 
with the general average of wages paid 
by chain stores in places of all sizes 
throughout the United States. 

But this is by no means the only fal- 
lacy in the study. From these cities 
70,000 retailers were selected to whom 
schedules were mailed. Actually, there 
were 267,000 independent retailers in the 
39 cities for which detail is available. 
There was no explanation of the method 
of selection, so that there is no way of 
knowing whether the 70,000 stores to 
which these schedules were mailed would 
have been typical of the more than 
267,000, had data been obtained from 
all of the stores on this list; but only 
5,000 of these 70,000 independent re- 
tailers returned the schedules, and only 
4,600 of these were considered at all 
usable by the statisticians who made the 
study. Every schoolboy knows that the 
pupil who holds up his hand is the one 
who is proud of his answer, so that it is 
only fair to assume that the wages paid 
by those volunteering answers to the 
questionnaire would tend to be higher 
than those paid by merchants who de- 
clined to answer. 

However, the tabulation was _ not 
made from this entire group. New 
schedules were sent to each of these 
4,600 volunteers, of which only 3,500 
were returned. From these, 1,549 stores 
located in 41 of the 43 cities were finally 
selected for the principal comparison. 
The average sales of these 1,549 selected 
independents were $50,627 per year. In 
contrast we find that the 1929 Census 
of Distribution reported average sales 
of $32,171 for all single store independ- 
ents in 39 of these cities and $25,592 for 
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all single store independents in the 
United States. So we come to our second 
half-truth, which lies in assuming that 
this selected sample of 1,549 stores was 
representative even of the 267,000 inde- 
pendent stores in these selected cities, 
of which they comprised only .58 per 
cent. Had the chains been afforded an 
opportunity to volunteer for the com- 
parison a .58 per cent sample of their 
larger city stores, their results might 
have been surprisingly different. 

The comparison, however, was limited 
still further, by confining its scope to 14 
out of 26 lines of business in which chain 
stores operated, and by excluding from 
the figures all managers of chain stores. 
In the greater number of chain stores the 
manager is engaged principally in sell- 
ing, whereas the purchasing, supervisory 
and administrative functions ordinarily 
exercised by the proprietor of an inde- 
pendent store are performed by the 
supervisors and by the central office or- 
ganization. This is evident in the figures 
for grocery stores, in which 10,073 chain 
stores reported 11,609 full-time sales 
employees other than managers, or 1.15 
employees per store, as compared with 
1.87 employees per store reported by the 
selected independent stores with an al- 
most identical volume of business. Since 
the chain stores transacted the same 
volume of business with 1.15 sales clerks 
per store as the independents transacted 
with 1.87 selling employees per store, it 
is obvious that the chain store manager 
must have devoted part of his time to 
selling to handle this volume of business. 
To present a comparison of the wages of 
all salaried sales employees of independ- 
ents with the wages of chain store clerks, 
excluding managers who are engaged 
principally in selling, as a comparison of 
wages of “‘selling employees,” therefore, 
involves a third half-truth. 

Eliminating all statistical half-truths 


and stating accurately and fully the find- 
ings of this study, these might be sum- 
marized about as follows: 


For comparison with chain stores 
in respect to wages paid, a few high- 
volume independent merchants were 
selected in 14 out of 26 lines of retail- 
ing, in 41 large cities, from among 
those who were willing to furnish wage 
data. 

The independent merchants finally 
selected, averaged twice as large in 
annual volume as the average inde- 
pendent merchant in the United 
States. 

In the cities from which these selec- 
tions were made independents paid 
their sales employees 9.6% _ higher 
than they did in the country as a 
whole. 

The study indicated merely that 
this group of selected high-volume in- 
dependent merchants,—twice the U.S. 
average in sales volume, and located 
in the larger cities where wages gen- 
erally were much above the average— 
reported average wages of $28.48 per 
week to all full-time salaried selling 
employees during the week of January 
10, 1931. 

During the same week chain stores 
in the same 14 lines in the cities, 
towns and villages of all sizes through- 
out the United States paid average 
weekly wages of $21.61 to full-time 
selling clerks and $42.65 to managers. 


It might also be added, from other 
figures of the same study, that in the 
grocery field where the average volume 
of the selected city independents was 
almost identical with that of the grocery 
chains, these independents did an aver- 
age business of $44,769 per year and 
paid an average of $46.62 per week in 
salaries to full-time selling employees; 
whereas chain stores throughout the 
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United States did an average business of 
$44,343 per year and paid an average of 
$63.58 per week in salaries to managers 
and full-time clerks for selling almost the 
identical volume of merchandise. True, 
this comparison does not include the 
profit realized by the independent pro- 
prietor for his own services; but neither 
does it include the profit of chain store 
proprietorship nor the salaries of super- 
visors, buyers and central office sales 
managers, who perform functions com- 
parable to those of the independent pro- 
prietor. 

Other recent comparisons have shown 
that chain stores actually pay wages 
higher than the average. The Industrial 
Commission of the State of Wisconsin, 
for example, in its official bulletin on the 
Wisconsin Labor Market for November 
1938, shows that chain grocery employ- 
ees in that state during the month of 
October worked an average of 36.7 hours 
per week for an average wage of $20.63, 
or $6.1 cents an hour; and that inde- 
pendent grocery employees worked an 
average of 41.4 hours for wages averag- 
ing $18.27 per week or 44.1 cents per 
hour. In other words, chain grocery 
employees in Wisconsin work 11.5% 
less hours and received 12.9% more 
wages per week, or 27.2% more wages 
per hour than independent grocery em- 
ployees. It is safe, also, to say that the 
employees of the A & P generally 
throughout the United States receive 
the highest wages and have the shortest 
hours of any workers in the grocery 
business. 


CHAIN AND INDEPENDENT 
OPERATING EXPENSE 


The Bureau of the Census has long 
been recognized as an outstandingly im- 
partial fact finding agency. In this ca- 
pacity it has been one of the most valu- 
able of all statistical organizations. Yet 


in the Census of Business for 1935 many 
of the facts have been presented in a 
manner which, regardless of intention, 
have lent themselves uncannily to mis- 
representations by sponsors of the anti- 
chain movement. 

In its report on Retail Operating Ex- 
pense, on page 13, there appears a tabu- 
lation which shows a total expense rate 
of $28.41 on each $100 of retail sales for 
chains and mail order houses, in direct 
comparison with an expense rate of 
$25.90 for independents and other types. 
This comparison, to say the least, in- 
volves a number of statistical half- 
truths, and makes easily possible 
misrepresentations of the comparative 
efficiency of the chain store and inde- 
pendent methods of distribution. Such 
misrepresentations have been made by 
organs of the anti-chain movement 
(Interstate Merchant, Oct. 1, 1938). Let 
us analyse these Census figures. 

The expense rate of $28.41 shown for 
chains includes expense of mail order 
departments not applicable to chain re- 
tailing and not pertinent to the compari- 
son, and also includes all central office 
and warehouse expense incurred by 
chains, with no corresponding figure to 
represent the wholesalers’ expense on 
merchandise sold by independents. To 
arrive at any fair basis of comparison it 
is necessary either to separate the retail 
functions of the chain systems for com- 
parison with the operations of the inde- 
pendent retailer, or to consider the retail 
and wholesale functions together for 
each type of distribution. If we choose to 
consider separately the retail store ex- 
pense of the chains, we will find this to 
be $24.09 for each $100 of retail sales 
as compared with $25.90 for independ- 
ents in the figures presented. However, 
it is not on its performance of the retail 
functions alone, but on its efficient com- 
bination of the retail and wholesale 
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functions that the chain store has based 
its claims to economic justification. 

In its analysis of Wholesale Distribu- 
tion, the Census reports the total ex- 
pense for full service and limited func- 
tion wholesalers as $12.62 for each $100 
of sales at wholesale value, exclusive of 
any element of net profit or compensa- 
tion for services of wholesale proprietors. 
This wholesale expense of $12.62 would 
represent $9.18 on each $100 of retail 
sales, making the combined retail and 
wholesale expense $35.08 for each $100 
of independent sales at retail. If, follow- 
ing the method used by the Census 
Bureau in its estimate of independent 
retailers’ expense, we value the services 
of each wholesale proprietor at the aver- 
age wage paid to a full time wholesale 
employee, we must increase the expense 
of independent wholesalers to $13.17 for 
each $100 of sales at wholesale, which 
represents $9.58 on each $100 of sales 
at retail. The combined retail and whole- 
sale expense on this basis, exclusive of 
any net profit for either retail or whole- 
sale proprietors beyond a valuation of 
their services on the basis of the average 
wage paid to their employees, would be 
$35.48 for each $100 of retail sales 
through independent channels. 

As we have already pointed out, the 
expense rate of $28.41 per $100 of sales 
by chain stores includes two items of 
mail order department expense not ap- 
plicable to the chain store method of 
distribution. Exclusive of these items 
the chain store expense rate which 
should be compared with the combined 
expense rate of $35.48 for independent 
retailers and wholesalers would be $27.19 
per $100 of retail store sales. This is the 
smallest differential in the cost of doing 
business by chain and _ independent 
methods that can be justified on the 
basis of the expense rates shown by the 
Census tabulations. 

Yet the tabulations themselves con- 


tain other elements which, even in this 
comparison, tend to understate the ex- 
penses of retailing through independent 
channels. To arrive at its estimate of the 
expense of independent retailers, the 
Bureau estimates the compensation of 
proprietors of stores averaging over $10,- 
ooo per year in sales at the average wage 
of a full time employee of all stores (in- 
cluding chains), or $1,017 per year, but 
estimates the rate of 969,000 proprietors 
of stores with sales below $10,000 a year 
at $371.51 per year or $7.14 a week. 
Showing the meagre and uneconomic 
return of an incompetent merchant as a 
reduction in the expense of doing busi- 
ness may be seriously questioned. 

In the retail expense figures, rent is 
included only when paid in cash. It is 
well known that the ratio of owned 
premises to leased premises is much 
higher among independents than among 
chain stores; so that comparisons some- 
times made, which do not include an 
estimate of the rental value on owned 
premises, involve a half-truth. 

When all half-truths have been elimi- 
nated, the Census will show results 
which do not differ greatly from the 
findings of other research agencies. Har- 
vard University, for example, in 1929, 
estimated that the operating margin of 
a grocery chain was 19.4% as compared 
with the combined margin of 28.2% for 
typical independent grocery retailers and 
wholesalers (Bulletin 84, Bureau of Busi- 
ness Research, Harvard University). 

“Examples of the misuse of statistical 
information such as have been cited 
would seem sufficient to enlist the con- 
demnation of all statisticians against this 
practice. Certainly, every organization 
of statisticians and economists should go 
emphatically on record against the pub- 
lication, either by private or public 
groups, of any statistics that fail to show 
the truth, the whole truth, and nothing 
but the truth.” 














THE VALUE OF THE MULTIPLE CORRELA- 
TION METHOD IN DETERMINING SALES 
POTENTIALS 


L. D. H. WELD 
Director of Research, McCann-Erickson, Inc. 


Epiror’s Note: Professor Wellman’ s article in the Fanu- 
ary issue of THE JOURNAL has caused considerable discus- 
sion. It is with pleasure that we publish critiques of it by 
both Dr. Weld and Professor Brown. 

N THE article by Professor Wellman 
l on “The Distribution of Selling Effort 
among Geographic Areas” in the Janu- 
ary, 1939 issue of THE JOURNAL OF 
MARKETING, there are certain points that 
I should like to discuss. Since I was the 
first (so far as I know) to apply the cor- 
relation method to sales potentials, and 
since Cowan did his first work in this 
field under my supervision some 15 
years ago, and also since I have probably 
made more practical use of the method 
than anyone else, I may have some 
thoughts that will help to clear up the 
“confused state of affairs” that Wellman 
believes to exist. My comments will not 
deal with statistical technique but rather 
with the underlying philosophy of the 
subject—the value of sales potentials, 
and the advantages of determining them 
by multiple correlation.’ 

Wellman starts out by saying that he 
will limit his discussion to the distribu- 
tion of selling effort, and that problems 
of appraisal of its efficiency and of es- 
tablishment of sales quotas are substan- 
tially different. But he does not limit his 
discussion to “distribution of selling ef- 
fort”; he not only attacks the validity of 
the correlation method for determining 
market potentials, but also questions the 
value of market potentials themselves as 
a basis for distribution of selling effort. 

1] am indebted to Miss M. C. Booss, my assistant, 


in helping to develop the general procedure used in this 
field, and in supplying the necessary statistical skill. 


One of the principal points made in 
Wellman’s article is that the correlation 
method has to be based on past sales, 
that the independent variables selected 
apply to the same period of time as the 
past sales, and that it would be neces- 
sary in any estimates for the future that 
data for the future period must be avail- 
able. It must also be assumed, says the 
writer, “that the relationship between 
the dependent and independent vari- 
ables which prevailed in the past will 
also hold during the future period.” 

To answer the first part of this objec- 
tion, the writer would say that funda- 
mental market factors (independent 
variables) which measure the market for 
past sales do not change so rapidly but 
what they can be used with a high de- 
gree of accuracy for estimating future 
sales. When I say “do not change,” I 
mean relatively in one part of the coun- 
try as compared with another. That is 
the important thing in sales-potential 
work—a fact perhaps overlooked by 
Professor Wellman. When we use such 
fundamental factors as per capita buy- 
ing power, average temperature, number 
of clear days in the year, number of pass- 
ports issued for foreign travel, hardness 
of water, percentage of negroes—and 
any number of other factors that the 
writer has used in different jobs, it is 
obvious that these things change so 
slowly (some of them not at all) that 
we do not need to worry about getting 
future data to lay out a geographical 
pattern for future sales. 

It is true that some such factors do 
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change in one part of the country as 
compared with another as the years roll 
along, and that where such factors are 
used, it is necessary to re-work the corre- 
lation process every two or three years 
using the most up-to-date data. Here we 
often run into the practical difficulty of 
unavailability of data. A case in point 
that has bothered the writer during the 
past year, is the lack of recent data on 
wired homes, which is an important 
factor for certain electrical appliances. 
There have been no county figures since 
1930, and conditions have changed since 
that time, especially in rural areas. But 
there are many other factors that have 
not changed, and that measure the mar- 
ket for these same commodities. Even 
the old figures on wired homes are useful 
in combination with other factors (espe- 
cially for large-enough sales districts) 
with the understanding that in the final 
job of allocating selling effort and adver- 
tising, or setting quotas, allowance 
should be made for changes since 1930 
in individual localities. 

As for the assumption that the same 
relationship between the dependent and 
independent variables will hold in the 
future, certainly all @ priori reasoning, 
which is the only kind of reasoning that 
Wellman uses, would indicate that this 
assumption is sound. If the market for 
a commodity were measured by such 
things as buying power, number of auto- 
mobiles, and percentage of native whites 
last year, it is safe to assume that this 
combination will approximately hold 
next year. Actually the writer has found 
in his own experience in doing jobs over 
from three to five years after the first 
job was done, that the same independ- 
ent variables apply, and that the coeffi- 
cient of multiple correlation is substan- 
tially the same. 

Wellman complains that if all factors 
that affect sales (independent variables) 


were included in the correlation analy- 
sis, ‘estimated values would have been 
identical with the actual values.”’ At an- 
other place, he says in connection with 
the walnut study of Hensley and Borden 
which he describes, that “it is assumed 
that all factors other than the three in- 
dependent variables used in the analysis 
should be excluded.” He further says 
that the method provides “virtually no 
assistance in determining which factors 
to omit and which ones to include.” 

As for the first point, it simply never 
happens that we can include in the cor- 
relation analysis all the variables that 
affect sales. As Cowan and Brown point 
out, there are such important factors as 
competition and varying business con- 
ditions, which do not appear in the cor- 
relation formula. Adjustments can be 
made for these factors after the basic 
potential has been worked out. Competi- 
tion is important in some cases, and not 
in others. In some instances I have been 
able to measure this competitive factor 
quantitatively. Adjustments for busi- 
ness conditions can also be made more 
or less scientifically. The Regional Ba- 
rometers in Dun’s Review (prepared by 
the writer) are helpful. 

But let’s come back to the combina- 
tion of factors that represents the funda- 
mental market pattern, outside of com- 
petition and business conditions. It is 
never possible to find even all of these 
factors, either because of lack of data or 
the existence of unsuspected factors. (It 
takes ingenuity and experience to locate 
proper factors and to apply the correla- 
tion method effectively.) 

But suppose we find three or four fac- 
tors, all of which show simple correla- 
tion with industry sales, and which to- 
gether (through multiple correlation) 
show a coefficient of .80 or .go. Then we 
can be sure that we have most of the 
important factors, and we get near 
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enough to yield results of real practical 
value. I’ve always been able to locate 
enough factors to yield worth-while re- 
sults. The poorest result I ever got was a 
multiple correlation coefficient of .73, 
and although this could not of course 
be applied with any degree of mathe- 
matical precision, it was of definite value 
in laying out an advertising plan. It was 
better to use a scientific basis to that 
extent, than to rely wholly on guess- 
work! 

There are problems connected with 
this subject, the existence of which Pro- 
fessor Wellman apparently does not sus- 
pect, and which I shall not discuss at 
length. But one example, because it il- 
lustrates the principle involved: it makes 
a difference whether we have as our de- 
pendent variable the geographical break- 
down of sales of a whole industry, or of 
a single company. There are very few 
whole-industry sales figures. When they 
are available, they themselves represent 
the potential market for the geographi- 
cal units to which the sales apply. Mul- 
tiple correlation is valuable in finding 
an estimating formula that may be ap- 
plied to other geographic areas that con- 
form with an individual company’s own 
sales districts. 

I have had to work principally from 
the past sales experience of individual 
companies. This makes it a little harder, 
because the sales of a single company 
may depart from sales of the whole in- 
dustry. Obviously, the method can’t be 
applied to a brand new industry, whose 
sales haven’t had time to settle into a 
national pattern. Also, it can’t be applied 
effectively to a company which has de- 
veloped sales only in individual local 
markets. 

But it is surprising what can be ac- 
complished when we have the sales of 
an individual company (usually by sales 
districts) if that company has national 


distribution, and if it has been in busi- 
ness for several, or even a very few years. 
As we begin to explore for factors that 
measure the market for this company, 
we begin to find some that show indi- 
vidual correlations. They are funda- 
mental factors toward which sales tend 
to conform. When enough of these have 
been found, they are put together by 
multiple correlation, and the combined 
figures furnish the pattern toward which 
sales are trying to conform. If I were to 
get a multiple coefficient of too much 
over .90, I’d be skeptical, because I 
would know that I could not have dis- 
covered all the factors that affect sales. 
We then have a basis for laying out 
sales and advertising effort—and for 
setting sales quotas—which, although 
far from perfect, is greatly superior to 
the results obtained by the rule-of- 
thumb methods used by go out of 100 
national marketers. 

One further thought on this point: In 
one job I had the combined sales of five 
leading companies for my dependent 
variable. These were definitely repre- 
sentative of the whole industry. It was 
fairly easy to find independent variables, 
and to get a high degree of multiple 
correlation. It so happened that the 
sales of any one of these five leading 
companies followed the combined pic- 
ture to such an extent that if I had had 
the sales of only one company, my choice 
of factors would have been the same. In 
other words, although the sales of a 
single company departed from the com- 
bined pattern to a certain extent, they 
were adequate for finding factors which, 
taken together, furnished a sufficiently 
accurate basis for estimating the sales 
of the whole industry by geographical 
districts. 

As for the point that the correlation 
method provides no assistance in deter- 
mining factors to omit or include, I 
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hardly see what this means. Factors are 
selected by an exploratory process of 
trying out individual factors, and by 
trying out different combinations by 
means of multiple correlation. The re- 
sulting coefficients of multiple correla- 
tion indicate which is the best combina- 
tion and whether enough good factors 
have been discovered. These explora- 
tions and computations are the hardest 
part of a correlation job, and it is in this 
field where experience is most helpful. 
It doesn’t do any harm to have too 
many factors, except that this means 
too much unnecessary labor in working 
out and applying the correlation proc- 
ess. To avoid the inclusion of unneces- 
sary factors, however, partial correla- 
tions can be computed. I have often 
done this, resulting in the throwing out 
of what looked like splendid individual 
factors, simply because they duplicated 
other factors, and added nothing to the 
results. 

We are now ready to ask whether the 
differences between the multiple corre- 
lation potentials and actual sales are due 
to differences in sales effectiveness. This 
question is raised in the editorial note 
at the beginning of the article and I 
don’t think it has been adequately 
answered in Mr. Cowan’s reply. The 
author says “‘the differences . . . simply 
represent the amounts by which the 
independent variables used failed to ex- 
plain the variation in actual sales.” 

The point is that if we have chosen 
our factors wisely, and obtained a rea- 
sonably high degree of correlation, we 
have an approximate market pattern 
toward which sales tend to conform, and 
which therefore represent the potential 
market. The differences between these 
and actual sales represent the extent to 
which actual sales are strong or weak as 
compared with potential. The reasons 
for these differences may be differences 





in sales effectiveness, but they may also 
be due in part to differing degrees of 
competition, strikes, droughts, or other 
factors affecting business conditions. 
The important thing is that there are 
these differences, and if the sales direc- 
tor is to do an efficient job, he will in- 
vestigate, find the reasons, and apply 
the remedies, even if he makes no other 
use of them. The value of the market 
pattern as developed by multiple corre- 
lation seems perfectly obvious to me. 

If what I have said is sound and rea- 
sonable, the fact that Brown found mul- 
tiple correlation the most accurate of 
several methods of calculating market 
potentials, is of real significance. I con- 
sider his work in this field as an impor- 
tant contribution. I don’t agree with 
everything that he says, however. For 
example, in his book, page 434, he de- 
scribes my old McCann Index as an 
example of the use of the ‘“‘Single Index 
Method” of determining sales potentials. 
The very bulletin? that he cites as au- 
thority says that a general buying power 
index “‘can not be used alone as a meas- 
ure of the market for each and every 
commodity.” I went on to say that 
general buying power may be one factor, 
“but with this must be combined other 
special factors which affect the sale of 
the commodity being studied.” I have 
always argued strenuously against the 
use of a single index as the measure of 
the market for an individual commodity. 

One thing that must be understood in 
any discussion of this subject is that 
mathematical accuracy is not possible 
in the correlation method—or any other 
method of estimating sales potentials. 
Neither is it necessary, in order to ob- 
tain a vast improvement over usual 
methods of measuring sales potentials. 


2 “The McCann Index of General Buying Power” by 
L. D. H. Weld. This bulletin contains only seven pages 
of text. 
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The writer has found in many cases 
in which he has used multiple correla- 
tion, for example, that the potential 
market in certain parts of the country 
is so low that it can’t possibly justify 
the sales and advertising expense being 
applied to them. Even if there had been 
a 20 per cent error in the estimates of 
potential, the practical results and con- 
clusions would have been the same. He 
has found cases where in certain parts 
of the country the potential is so sur- 
prisingly high, that it explains the ap- 
parent success of district sales managers. 
These discoveries have resulted in radi- 
cal changes in sales policy, amount of 
advertising applied, and advertising 
media used. 

Wellman also questions the value of 
determining market potentials because 
there is difficulty in interpreting the re- 
sults. Suppose that we find that sales 
are low as compared with potential in 
one market, and high in another. Where 
shall selling pressure be applied—in the 
weak territory, or the strong one? 

This, of course, has nothing to do 
with the method of determining poten- 
tials, which the author has been discuss- 
ing up to this point. It is simply an at- 
tack on potentials as such, however 
they are determined. How potentials 
shall be used is of course a question of 
business policy. Isn’t it of real value to 
a company to know where its sales are 
weak as compared with potentials, even 
if it does nothing more than investigate 
reasons and apply remedies? Just be- 


cause it is sometimes hard to know 
how to make the best use of potentials 
is no reason that we shouldn’t have 
them. 

As for Professor Wellman’s proposed 
method of distributing selling effort by 
equalizing marginal sales, Mr. Cowan in 
his reply has given sufficient answer. It 
seems to me that Professor Wellman has 
painted an idealistic picture that is 
hardly likely of fulfillment. He senses the 
difficulty in his next to last paragraph, 
when he says that the determination of 
functional relation between selling effort 
and sales in each of the areas “will re- 
quire a great deal of intensive research.” 
There is also the question of adequacy 
and accuracy of data available, espe- 
cially where selling effort is undertaken 
for a family of two or more products 
together. Other practical difficulties 
might be mentioned. 

In conclusion, it seems to me that even 
if Wellman’s plan of maximizing sales 
were practical, it does not mean that 
there is no value in determining poten- 
tials or in distributing sales effort ac- 
cordingly. The writer believes that he 
could easily demonstrate that he has 
achieved results of real practical value 
during the past several years through 
the use of sales potentials determined by 
multiple correlation. The “confused 
state of affairs” that Prof. Wellman 
speaks of would appear to exist more in 
his own mind than in the minds of those 
that have made practical use of the 
method under discussion. 
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There are several questions regarding 
the method proposed in the article which 
cast some doubt on the usefulness of de- 
mand curves in providing such a me- 
chanical method. 

In the first place the reader may be 
surprised to find that the demonstration 
of the theory is based on estimated 
sales arrived at through the Multiple 
Correlation method which Professor 
Wellman has just criticised so sharply. 
Second, the theory is shot full of rather 
dubious assumptions like ‘“‘the differ- 
ences between the actual and estimated 
sales are the result of variation in selling 
effort.” In the third place, the theoreti- 


cal sales curves can be used as a basis 
for distributing sales effort only when 
actual curves have been constructed 
for all possible quantities of effort ap- 
plied in each individual sales territory 
of which most national manufacturers 
have from 50 to 500, a political prob- 
lem which makes the theory purely hy- 
pothetical. 

Professor Wellman’s critical discus- 
sion is stimulating, his suggestions are 
interesting. I should like very much to 
see a specific procedure for taking the 
actual facts out of a business and con- 
structing thereupon the type of curve 


which he describes. 
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Epiror’s Note: The availability of the studies referred 
to in these columns is indicated wherever possible. If any 
member is unable to obtain a particular report in which he 
is interested, the editor will endeavor to procure a copy for 
him. 


A. RESEARCH IN UNIVERSITIES 
University of Chattanooga 


Professor Clyde William Phelps is pre- 
paring a study on “Accounts Receivable 
Systems for the Smaller Store,” a subject 
upon which there has been no treatment 
either in academic texts and papers or in 
trade publications, the existing discussions 
of retail accounts receivable systems being 
confined to those appropriate for large es- 
tablishments. The study will be published 
this fall as the sixth in the series of mono- 
graphs on retail credit which Dr. Phelps is 
writing for publication by the Household 
Finance Corporation, 919 North Michigan 
Avenue, Chicago, Illinois. 


Cornell University 


The project which is scheduled for com- 
pletion in August, 1939, entitled ‘‘Prices and 
Returns for Nova Scotia Apples,” is under 
way, the purpose of which is to measure more 
accurately prices received for Nova Scotia 
apples by variety, grade and size; and to 
endeavor to explain the variation in returns 
through various marketing agencies and 
methods of sale. 

The data and information were secured by 
personal interviews with the representative 
companies of the apple packing industry in 
Nova Scotia. The study is under the direc- 
tion of Mr. A. E. Richards of the Canadian 
Department of Agriculture, and will be 
made available when completed by the 
Marketing Service Economics Division, De- 
partment of Agriculture, Ottawa. 


University of Illinots 

Dr. Paul D. Converse reports that a thesis 
on the subject of “Obstructions to Internal 
Trade” by L. L. Walters is in progress at the 


University and probably will be completed 
this year. 


University of Pennsylvania 


The manuscript on “Price Control Under 
Fair Trade Legislation,” by E. T. Grether, 
is in the hands of the printer. It will be pub- 
lished some time in the reasonably near 
future by the Oxford University Press. 

Charles W. Lewis, formerly of the Uni- 
versity of Tennessee, but at the University 
of Pennsylvania this year, has arranged for 
the publication of the study he has made on 
the economic effects of price maintenance in 
Knoxville, Tennessee, with particular refer- 
ence to the drug trade. The study will be 
published jointly by the Department of Ex- 
tension and the Bureau of Business Research 
of the University of Tennessee. 

Under the auspices of the Twentieth Cen- 
tury Fund, Herman S. Hettinger is starting 
a national orchestral survey, the results of 
which will be published sometime in the 
summer or fall of 1939. 


University of Texas 

“A Statistical Analysis of the Salina Retail 
Trade Zones for Radio Station KSAL”’ is 
the title of a M.B.S. thesis completed last 
August by Austin S. Bratcher, a graduate 
student in the school of business adminis- 
tration. 

The study falls, logically, into three main 
divisions: (1) delineating the Salina retail 
trade zones, (2) economic and sales data of 
the zones, (3) coverage and audience data of 
Radio Station KSAL. A method of delineat- 
ing retail trade zones by tabulating out-of- 
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town bank checks from transit sheets is de- 
veloped in the study. Notes on this particu- 
lar method appear in another place in this 
issue. 


University of Wisconsin 


A study of automobile marketing, with 
particular reference to dealer profits, started 
in February, 1938, was just completed. The 
data were secured by personal interviews and 
visits with representative companies. The 
study concerned itself with the analysis con- 
cerning the advisability of lowering the 
finance charge on automobiles, together with 
methods for lowering such charges, along 
with a further analysis of dealer-manu- 
facturer relationships. 

A study titled “The Marketing of Paper 
(with special reference to fine papers)” is 
being prepared by Ronald L. Daggett under 
the direction of Professor Aurner. The pur- 
pose of the study is to analyze the marketing 
of paper in the various channels of distribu- 
tion and the papers which flow in those 
channels. A section will be devoted to spe- 
cific problems of the Wisconsin paper in- 
dustry. Data are being assembled from 
technical trade journals and publications and 
by personal interviews with mill operators, 
distributors, retailers and others interested 
in paper distribution. 

“The Marketing of Fresh Sausages” is 
being prepared by Willis Knight under the 
direction of Professor Aurner, and it will be 
completed in June, 1939. The purpose of 
this study is to determine present methods 
of distribution of the product by manu- 
facturers. Data was secured through per- 
sonal interviews with certain meat packing 
concerns in the field, and through corre- 
spondence with meat packing institutes. 

Frederick E. Viken is preparing a study, 
“The Marketing of Photographic Ma- 
terials.” In making the analysis special 
emphasis will be devoted to types of dealers, 
merchandise handled, advertising and pub- 
licity, price and credit policies, dealer- 
manufacturer relationships, and consumer 
buying habits. Data was secured through 
personal interview with retailers and con- 
sumers, correspondence with manufacturers, 


and through trade journals and publications. 

Another study under the direction of Pro- 
fessor Aurner is that of Miss Angeline J. 
Koeppel titled ““An Analysis of the Structure 
of Buying Organizations in Certain Depart- 
ment Stores in Comparison to Theoretical 
Buying Organization Structure.” The pur- 
pose of this study is to analyze the various 
buying organizations as set up in certain 
Madison and Milwaukee department stores 
as compared to the theoretical buying 
organization of department stores. 

“The Merchandising of Koppers Coke” is 
the title of a study being prepared by Vir- 
ginia G. Hare, the purpose of which is to 
discover the problems of merchandising this 
product for domestic use and to appraise the 
procedure of an advertising agency and its 
solution of the problem. 


Another study is titled ““An Analysis of 


the Market Research Program of the Towle 
Manufacturing Company with Special Refer- 
ence to Its Use of the Questionnaire.” The 
purpose of this report is to analyze the 
market research program of a concern mar- 
keting a nationally advertised product. A 


study is being made of the profitableness of 


using questionnaires for this particular re- 
search. 

Mr. Schuyler F. Otteson is preparing a 
study titled “What a Customer Demands 
from a Department Store, and How Stores 
Attempt to Meet These Demands.” The 
purpose of this study is to determine the 
service type of merchandise, price and other 
considerations that appear to be of impor- 
tance to a customer when buying at a de- 
partment store. The cost of rendering extra 
services will be investigated and an attempt 
will be made to discover if stores are giving 
expensive extra services that are not de- 
manded. A large part of the data was secured 
by personal questionnaire surveys and inter- 
views with Madison department store execu- 
tives and consumers in this city. 


Mr. Franklin L. Anderson is preparing a 


study titled ‘““The Merchandising Policies of 
the Skelly Oil Company in the Mid-West 
Region, with Special Reference to the Wis- 
consin Expansion Program.” This study will 
be completed in June, 1939. 








r— —- ~*, Ae 


eae > = TF a 








THE JOURNAL OF MARKETING 





399 





B. RESEARCH IN GOVERNMENT BuREAUS 
Bureau of Agricultural Economics 


Interstate Trade Barriers. The survey of 
laws and regulations affecting interstate 
trade in farm products which has been men- 
tioned previously in this JouRNAL, has been 
completed by the Bureau and submitted as 
a special report to the Secretary of Agri- 
culture. The title is “Barriers to Internal 
Trade in Farm Products.” This study was 
made in cooperation with the State Com- 
missioners of Agriculture. It shows that in 
recent years there has been a decided growth 
of several kinds of laws and regulations 
which tend to hinder the free movement 
and free sale of agricultural products and 
suggests ways in which such legislation 
might be improved to bring about more 
satisfactory trade conditions and at the 
same time to give adequate protection to the 
farmer and to the general public. 

Fruits and Vegetables. The Bureau’s 
studies of city wholesale markets for fruits 
and vegetables have continued to expand. 
At the present time a detailed study is being 
made at New York City where costs of dis- 
tribution and marketing are particularly 
high and where several alternative proposals 
have been made for establishing a new 
market. Further detailed work will be done 
in New York City during the next 6 months. 

Tobacco. A forthcoming publication is 
“The Tobacco Industry in Puerto Rico,” 
Circular No. 519 of the United States De- 
partment of Agriculture. It embodies the 
results of a study of the conditions surround- 
ing the production and marketing of tobacco 
on the Island, with particular reference to 
the difficulties faced by growers under the 
changing conditions affecting the cigar 
manufacturing industry in the United States 
and Puerto Rico. Tobacco, almost ex- 
clusively of the cigar-filler type, ranks second 
in importance among the crops and the 
principal market is the cigar industry of the 
States. Methods of marketing tobacco in 


Puerto Rico are closely related to available 
sources of production credit. Growers not 
members of the cooperative marketing asso- 
ciation are able to obtain credit only from 
large 


Refaccionistas, who thus gain a 


measure of control over the tobacco growers. 
The system presents many opportunities for 
improper exactions upon growers, particu- 
larly the smaller growers who constitute the 
majority. The study discusses the need for 
additional sources of production credit, the 
adoption of standard grades, and provisions 
for application of standard grades to the 
marketing procedure as a means of protect- 
ing the grower’s interests. 

Livestock, Meats, and Wool. A rapidly in- 
creasing proportion of the cattle, calves, 
sheep and lambs slaughtered by packers 
during the past 10 years have been bought 
“direct.” The data may be found in a 
mimeographed report, “Direct Buying of 
Slaughter Livestock, 1923-1937,” issued by 
the Bureau in January. The report analyzes 
separately the purchases of cattle, calves, 
hogs, and sheep and lambs, and shows the 
number of animals and proportion of the 
total obtained at public stockyards, and 
from all other sources (direct). The trends 
in the proportions bought direct in different 
regions of the country, and the trends in the 
proportions bought direct by the four na- 
tional packers in comparison with direct 
purchases of all other packers are shown. 
Knute Bjorka made the analyses. A livestock 
market reporting office was established by 
the Bureau last fall in Thomasville, Georgia. 
Its purpose is to disseminate market in- 
formation pertaining to supply, demand and 
prices paid for livestock in central and 
southern Georgia, eastern Alabama, and 
central and northern Florida. The work is 
being conducted in cooperation with the 
State Departments of Marketing in Florida 
and Alabama. As a part of the service, pro- 
vision also has been made for the release of 
market information pertaining to the Mont- 
gomery, Alabama, public livestock market. 
These market reports covering the south- 
eastern area pertain mostly to hogs but also 
include some information pertaining to other 
kinds of livestock. A very large percentage 
of the livestock in that area is marketed 
direct to packers or through cooperatives or 
private auction markets. A livestock market 
news office also has been opened at Houston, 
Texas. 
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The Bureau has established a grading 
service for hog carcasses with respect to de- 
gree of hardness. This service is being used 
by producers marketing hogs from areas 
where both soft pork producing feeds, such 
as peanuts and soybeans, and firm pork pro- 
ducing feeds, such as corn and small grain, 
are fed extensively to hogs. Sales of hogs in 
those areas are frequently made subject to 
post-mortem examination, after the carcass 
is chilled, to determine the degree of hard- 
ness in the carcass. This is a condition that 
cannot be determined in the live hog. If 
after chilling, the carcasses are found to be 
firm, settlement is made on the basis of the 
basic price agreed upon, while, if the car- 
casses are found to be either soft or oily, 
settlement is made on the basis of a stipu- 
lated price discount for such carcasses. The 
grading certificate issued indicates the con- 
dition of the hog carcass with respect to de- 
gree of hardness, and therefore provides the 
basis for settlement. 

Circular No. 505, ‘““Market Classes and 
Grades of Feeder and Stocker Cattle,”’ is 
now available. It includes information of a 
general nature pertaining to feeders and 
stockers and outlines the specifications for 
the official United States grades for Feeder 
and Stocker cattle. Authors are W. O. 
Fraser and Don J. Slater. 

At a recent meeting at Roanoke, Virginia, 
for the purpose of discussing lamb grading 
in accordance with the official United States 
standards and to report on the progress of 
last year’s work, four southeastern states 
reported 190,433 lambs officially graded and 
sold in accordance with the official United 
States grade standards for sheep and lambs. 
The breakdown was as follows: Virginia, 
67,394; West Virginia, 108,718; Tennessee, 
9,857; and North Carolina, 4,464. 

Cotton. During the current marketing 
season, more than 18,500 grower-members of 
organized cotton improvement groups have 
been receiving free cotton classing and 
market news services under the Amended 
Grade and Staple Estimates Act, approved 
April 13, 1937. The 312 improvement groups 
approved for the 1938-39 season reported 
467,667 acres planted to approved varieties. 


Samples forwarded by the groups to the 
Bureau’s classing offices were classified ac- 
cording to official cotton standards, and the 
grade and staple length was reported to the 
members. Growers also were informed as to 
the average price at which the grades and 
staple lengths sold in the spot markets. 
Applications for the 1939-40 season will be 
received from March 15 to September 

A large increase in the number of groups 
participating is anticipated. 

Artificial Daylight for Grading. Color is a 
very important quality factor in many farm 
products. And for a number of years the use 
of artificial daylighting has been considered 
in order to provide more favorable conditions 
of illumination for grading these products. 
But, prior to recent experiments by the 
Bureau, data on which to base specifications 
for artificial daylighting have been lacking, 
particularly information on intensity. In the 
recent study, measurements of illumination 
intensities were made daily in many cotton 
classing rooms from New York to Texas. 
Though these rooms were well lighted by 
natural illumination, it soon became evident 
that something more than amount of light 
makes conditions good or poor. Intensities 
reported in June were generally twice as 
high as for the same conditions in December: 
a “very good” classing day with clear 
weather in June might measure between 
108-150 footcandles horizontal illumination 
on the tables, but in December it required 
only 41-50 footcandles to be called “very 
good.” The same ratio held good for slightly 
cloudy, and for overcast days. 

The specifications finally proposed in- 
clude: (1) diffuse illumination nearly uni- 
form over a wide area; (2) color to match 
slightly overcast north sky; (3) intensity of 
60-80 footcandles at a horizontal working 
plane with little advantage in intensities in- 
creased above 100 footcandles. After con- 


sideration, a choice of lamp-and-filter com- 
bination was made to meet these specifica- 
tions. 

A study of color temperatures and the 
energy distributions of several sources of 
illumination other than lamp-and-filter com- 
binations also has been made. Though the 
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work has been confined chiefly to cotton, it is 
expected that solution of the problem with 
cotton would provide, with only minor ad- 
justments, an answer for other agricultural 
commodities. 


Bureau of the Census 


Preparation for the 1940 census is going 
forward as rapidly as is possible with the 
present staff of the Bureau. The principal 
activities at the present time are of two 
types: (1) The preliminary planning of re- 
visions in the content of the schedules and 
instructions, and (2) the preparation of plans 
for enumeration districts, including the 
identification and numbering of blocks in 
cities of 50,000 or more population. It is 
hoped that it will be possible to take trial 
population censuses in a few communities 
this spring, thus providing an opportunity 
to anticipate difficulties that will be en- 
countered in the field, and to improve the 
formulation of questions and instructions. 
The trial census of agriculture taken early in 
1938 has proved valuable as a basis for 
planning the 1940 census. Intensive work on 
the census will commence after July 1, when 
the sixteenth census appropriations will 
become available. 

The principal subjects to be included in 
the decennial census are population, occu- 
pations, families, unemployment, agricul- 
ture, irrigation, drainage, manufactures, and 
distribution (including wholesale and retail 
trade, service and amusement, construction, 
and other business activities), as provided 
by the Fifteenth Decennial Census Act. 
There is some possibility that a housing 
census to be taken along with the census of 
population may be authorized. 

The Bureau recently prepared a general 
memorandum on some of the changes under 
consideration for the 1940 census of popula- 
tion, together with a brief review of the 
changes introduced in the 1930 census. This 
memorandum discusses new questions pro- 
posed for addition to the 1940 schedule, 
questions which may be omitted, and ques- 
tions subject to material change in form. 
It also points out some of the significant 





additions to the statistics that could be de- 
rived by making a further or more detailed 
tabulation, without adding to the schedule 
inquiries. Some of the questions that have 
been proposed for addition to the 1940 
schedule include questions relating to edu- 
cation, migration, economic status, place of 
work, number of children ever born, religious 
affiliation, income, employment and un- 
employment, usual and present (or primary 
and secondary) occupations, and housing 
items. Among the questions that were in- 
cluded in the 1930 census that are being con- 
sidered for omission from the 1940 schedule 
are place of birth of father and mother, year 
of immigration, ability to speak English, 
mother tongue, radio set, veterans questions, 
and illiteracy. 

A realignment of the functions of the 
Bureau of the Census and the Bureau of 
Foreign and Domestic Commerce in con- 
nection with the current business statistical 
services became effective on February 28. 
The Bureau of the Census is now responsible 
for the collection, tabulation, and release of 
the basic tables on current statistics of retail 
and wholesale trade and manufacturing, 
while the Bureau of Foreign and Domestic 
Commerce is responsible for the analysis and 
interpretation of these data, and for the 
publication of such interpretations. For- 
merly each of the Bureaus has performed 
both functions in connection with certain 
series. The current series transferred to the 
census for collection include: monthly re- 
ports on sales from approximately 30,000 
independent retail stores; monthly reports 
giving information on sales, accounts receiv- 
able, collections, and inventories from ap- 
proximately 3,300 wholesale firms; monthly 
reports on sales, accounts receivable, and 
collections from approximately 2,000 manu- 
facturing establishments, and on confection- 
ery poundage from approximately 150 
manufacturers; and quarterly reports on 
canned fruits and vegetable stocks from ap- 
proximately 500 wholesalers, on canned fruit 
stocks from some 60 fruit packers, and on 
canned vegetable stocks from the National 
Canners Association, which collects the 
figures from the entire industry. 
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The collection of chain store data is being 
retained by the Bureau of Foreign and Do- 
mestic Commerce. This is because the data 
are collected from a relatively small number 
of organizations and the collection technique 
varies considerably with each series. Also the 
function of collection of data for these series 
is closely associated with that of analysis 
and interpretation. 

The new arrangement does not affect the 
periodic industrial and business censuses, 
but applies only to business and industrial 
statistics gathered at intervals of less than 
one year. Current series now collected by 
the Bureau of the Census, or to be collected 
under the agreement, will be published by 
the census with brief explanatory notes or 
definitions, but without interpretation or 
analysis. The technical staffs of the two 
Bureaus will cooperate closely on both the 
collection and analysis of the data. 

The collection of financial statistics of 
states was resumed for 1937, and preliminary 
releases are now available for nearly all 
states. The statistics for 1937 represent the 
first collection of financial statistics for states 
since 1932. In 1933 it was necessary to dis- 
continue the collection of statistics for states, 
and for cities of less than 100,000 population 
because of an economy order. 

A new feature in the statistics for state 
and city governments is the collection and 
analysis of information on the types of pro- 
posals submitted to the voters in the 1938 
elections. The analysis of state measures 
submitted to the voters includes classifica- 
tions as to whether the proposals were con- 
stitutional amendments, whether they were 
approved or defeated, whether they applied 
to local governments or only to the state, 
and the number voted on at one time. The 
analysis of measures voted on in cities was 
limited to cities of over 50,000 population, 
and provides a summary of the types of 
measures that were accepted or defeated, 
classified by subject. Proposals for bond 
issues are further classified by purpose of 
the issue. 


Bureau of Foreign and Domestic Commerce 


As a result of the transfer of the collection, 


tabulation, and releasing of the basic data of 
the Current Statistical Service from the 
Bureau of Foreign and Domestic Commerce 
to the Bureau of the Census on March 1, the 
activities of the Market Data Section of the 
Marketing Research Division will be de- 
voted largely to the analysis and interpreta- 
tion of all of the current data now collected 
by the Bureau of the Census together with 
trend studies of the various series. These 
activities are classified into two groups of 
studies. 

The first classification concerns studies of 
annual 1938 data as compared with 1937. 
The confectionery production and distribu- 
tion study, and that of salad dressing, 
mayonnaise and related products industry 
will be expanded in the scope of the material 
covered. Another project of great impor- 
tance is the study of Bad Debt Losses among 
Manufacturers and Wholesalers. Data will 
cover 1938 and 1937 and will be classified by 
trade and industry groups, geographic loca- 
tions, and by size of firms. The analysis of 
these data will show a range of variation, 
central tendencies, and direction and degree 
of dispersion. 

The preliminary estimates of 1938 retail 
sales were issued on January 9 and final 
estimates will be made available early in 
March. Estimates of 1938 wholesale trade 
were made available as follows: Drug, 
January 20; Electrical, February 20; Hard- 
ware, February 24; Food, February 9; and 
the Complete Estimates will be available 
about March 15. 

The Section is making a detailed review of 
retail activities of independent stores for 
1938 and 1937. Data under review cover 
both sales and end-of-year inventories and 
will be classified according to kinds of busi- 
ness by states, cities, by size of business, by 
size of city, and by size of business for each 
city size group. A further study of monthly 
variations in retail sales of independent 
stores in 2§ states is under way and should 
be available during the summer. 

A second series of studies involves prep- 
aration of specific monthly series. The first 
of these is the monthly index of total! retail 
trade beginning with January, 1929. There 
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will be a composite figure of the Bureau’s 
series which have been published for several 
years and the department store sales index 
constructed by the Board of Governors of 
the Federal Reserve System, each of which 
is national in its scope and amply repre- 
sentative of the perspective field. Additional 
data collected by the Bureau and by the 
Bureau of the Census which are not yet on 
an index basis will be taken into considera- 
tion. 

Another project now under way is the 
preparation of indexes of sales and inven- 
tories for specific types of wholesale trade. 
Following the preparation of these indexes 
for specific types of wholesale trade, a 
monthly index of total wholesale sales of the 
United States is to be prepared and released. 

An index of total chain store sales is being 
prepared as a composite of the series now 
being issued by the Bureau together with 
certain other chain store data collected by 
the Bureau. Such series now represent more 
than 50% of all chain store business reported 
in the 1935 Census of Retail Distribution. 
The data which have been issued for some 
time in the form of percentage changes 
covering sales of chain drug stores are being 
converted into an index series and should 
be available for publication later in the year. 


Bureau of Home Economics 


Those who are concerned with American 
food habits will find valuable information in 
Circular 507, a late publication of the United 
States Department of Agriculture. In this 
circular, Dr. Hazel K. Stiebeling and Dr. 
Esther F. Phipard, both of the Bureau of 
Home Economics, report what they found 
when they analyzed the diets of families of 
employed city workers and measured these 
diets by present-day nutrition standards. 

In this, the first such study ever conducted 
on so large a scale, 4,000 families in 43 repre- 
sentative cities the country over, kept records 
of their diets. The families included were 
those of low-salaried workers and employed 
wage earners. Diet records were kept for 
periods of one week sometime in the years 
1934-37. When Doctor Stiebeling and her 
co-workers analyzed these diet records and 


measured them nutritionally they found 
that, apparently, 40 to 60% of the families 
of white city workers have diets that need 
to be improved. For Negro families the per- 
centage was about 60. 

Two of the most striking diet faults were 
deficiencies in calcium and vitamin A. When 
food budgets were very low, the study 
showed, city workers usually had diets that 
were little more than hunger-staying. Low- 
cost diets were especially low in minerals 
and vitamins. Families that had more money 
to spend for food had a better chance of 
getting the necessary vitamins and minerals 
because they could afford more of the “pro- 
tective” foods, such as milk, eggs, yellow 
and leafy green vegetables, citrus fruits, and 
tomatoes. In many cases, however, families 
who spent enough to get good diets got diets 
that were only “poor” nutritionally, because 
the money available for food was appor- 
tioned unwisely. 

The cost of buying diets that had a wide 
enough margin of safety in protein, minerals, 
and vitamins to be rated “good” varied 
somewhat from one region to another. Some 
of the Negro families in the South managed 
to buy good diets for about $1.90 per person 
each week. In North Atlantic cities it took 
about $2.75 for each person each week for 
white families. 

There were also considerable regional 
differences in the amounts of different foods 
eaten. Pacific Coast families ate more fresh 
vegetables—about twice as much of them 
as families in the East North Central cities. 
In these latter cities canned foods, especially 
corn and tomatoes, were used more exten- 
sively than elsewhere. Pacific Coast families 
also ate about twice as much citrus fruit as 
did families in the North Atlantic cities. On 
the other hand, families in the North At- 
lantic cities ate the most potatoes. Potatoes, 
of course, showed up to be one of the most 
popular foods no matter how much money 
was spent for food. Southern white families 
bought about one-fourth of their potatoes 
as sweet potatoes. 

Bread, too, was a popular food regardless 
of how much money there was to spend for 
food. In North Atlantic cities, families ate 
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the most rye bread. Pacific Coast city 
families ate about one-fifth of their bread 
as whole wheat or rye. Southern families 
showed a decided preference for home-baked 
breads. 

Families in all regions ate more beef and 
veal than pork or lamb. And, in every 
region, families spending little for food used 
only a small quantity of milk. 

Family diet records from which this analy- 
sis was made were gathered by the Bureau 
of Labor Statistics for the purpose of re- 
vising their cost of food index. The records 
were analyzed as to content, cost, and nutri- 
tive adequacy by the Bureau of Home Eco- 
nomics in cooperation with the Works Prog- 
ress Administration. Complete details are 
available in the 140-page Circular 507 of the 
United States Department of Agriculture, 
available from the Superintendent of Docu- 
ments, Washington, D. C., at 15 cents a 
copy. 


Bureau of Labor Statistics 


There have recently been completed sur- 
veys of wages, hours, and working conditions 
for furniture, electrical apparatus and sup- 
plies, meat packing, fertilizers, woolen and 
worsteds, and the dyeing and finishing of 
textiles. Work is nearing completion on 
similar surveys of the iron and steel i 
dustry; knit goods, including full-fashioned 
and seamless hosiery, outerwear, underwear, 
and knit cloth; and foundries and machine 
shops, including agricultural implements, 
machine tools, textile machinery and parts, 
and other machinery. Field work has been 
begun on boots and shoes and the men’s 
apparel industries. Three articles have been 
published presenting the findings of the 
Bureau’s first study of the extent and 
characteristics of paid vacations in industry. 

The Bureau’s monthly figures on average 
earnings and hours in manufacturing in- 
dustries have been reweighted for the period 
1932-38 on the basis of revised aggregates 
of employment. A survey has been made on 
the length of pay periods in the establish- 
ments which report employment and pay- 
rolls monthly. 

For the use of the industry committees 


appointed by the Administrator of the Fair 
Labor Standards Act, the Bureau of Labor 
Statistics is making cost of living surveys in 
ten small cities. Five northern cities and five 
southern cities are included, all with popula- 
tions between 10,000 and 20,000. A typical 
northern budget and a typical southern 
budget are priced in each locality, and prices 
are also obtained for the budget used in the 
W.P.A. survey of inter-city differences of 
living costs made in 1935. 

A bulletin on Retail Prices of Electricity 
in $1 cities from 1923 through 1938 is in the 
course of preparation. Indexes as well as 
prices are presented for consumption of 
electricity representing three typical services. 
From January 23 to February 1, the retail 
price field representatives met in Washing- 
ton for their annual conference. The meet- 
ings were given over to discussions of prob- 
lems met in the field and training on pricing 
procedures. Special attention was given to 
rentals, and specifications for shoes and 
drugs and toiletries. 

A Works Progress Administration project 
has been undertaken which will analyze data 
on Federal construction to provide informa- 
tion on the time, after the contracts are 
awarded, at which orders for materials enter 
the stream of commerce and the time at 
which laborers in various trades are hired 
for work at the site of construction. The 
study will also determine the time elapsed 
between (1) the date the plans are drawn 
and bids are asked, (2) the date the bids are 
asked and the contract awarded, and (3) the 
date the contract is awarded and the work 
actually begun. 

Three new industries—glass, machine 
tools, and rubber boots and shoes—have 
been added to the list of those for which 
rates of labor turnover are regularly com- 
puted, bringing the total to twenty-seven. 

There have recently been completed 
studies of labor requirements in the pro- 
duction of sand and gravel, electrical ma- 
chinery and supplies, and the construction 
of school buildings. Another survey deals 


with the proportion of the various costs in 
different types of road construction. 
The summary of a study on productivity 
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in the boot and shoe industry appeared in 
the February Monthly Labor Review. The 
detailed findings of similar surveys for cigars 
and cotton garments have been published as 
Bulletin No. 660, ‘““Mechanization and Pro- 
ductivity of Labor in the Cigar Manufactur- 
ing Industry,” and Bulletin No. 662, “Labor 
Productivity in the Cotton-Garment In- 
dustry.” There are available upon request 
articles dealing with the payment of wages 
upon termination of employment and the 
garnishment and assignment of wages. 


Securities and Exchange Commission 


The Commission has just issued a report 
entitled “Selected Information in Chain 
Variety Stores,” which is a summary of 
selected data registered under the Securities 
Exchange Act in 1934, with individual data 
for each of the companies. Combined data 
for the group will include a balance sheet, 
a profit and loss statement, a surplus recon- 
ciliation, totals for selected expense items, 
and sixteen financial and operating ratios. 


Works Progress Administration 


To relieve the serious inventory situation 
confronting the clothing industry and at the 
same time to provide new clothing to people 
in need, the W.P.A. purchased nearly 
6,400,000 garments of men’s and boys’, 
women’s and children’s wear last summer 
and fall at a cost of $15.6 million. The 
garments are being given to needy people 
unable to buy in the regular channels of 
trade. Expert buyers loaned to the Govern- 
ment by private business on a dollar a year 
basis conducted the actual purchasing. The 
results of the program have been very bene- 
ficial to the recipients of the garments, some 
of whom have had no new clothes for years. 
In addition, the program has been beneficial 
to business. Many manufacturers were re- 
lieved of serious financial difficulties and 
were enabled to return to production and to 
expand employment. Markets were stabil- 
ized by removing the excess stocks which 
were threatening wholesale and retail prices. 
Adequate safeguards are provided to make 
sure that the program does not interfere 
with the regular retail clothing markets. 


The Division of Research has published a 
report of the conditions of more than 8 
million dwelling units in more than 200 
urban areas. The study, entitled “Urban 
Housing,” is a summary of the real property 
inventories conducted as work projects, 
1934-1936. It contains valuable information 
concerning the type, age, condition, value, 
and mortgage status of residential struc- 
tures; and the number of rooms, number of 
persons per room, sanitary facilities, and 
monthly rental of dwelling units. Among the 
significant findings of the study are that 
15% of the dwelling units covered had no 
private indoor flush toilets, 20% were with- 
out private bathtubs (or showers), over 40% 
lacked central! heating equipment, and 16% 
(exclusive of New York City) were rated as 
either in need of major repairs or unfit for 
use. 

A study of unemployment by family 
groups has been completed by the Division 
of Research and is being prepared for pub- 
lication. The family is the usual consumption 
unit and is of great importance in the pro- 
vision of relief. This study constitutes a new 
approach to the problem and it throws much 
light on many of the relationships between 
the levels of business activity and the need 
for relief which hitherto had been obscured 
by the treatment of unemployment as a 
problem solely of unemployed individuals. 


Federal Trade Commission 


During the month of January an impor- 
tant cease and desist order was made by the 
Commission which involved the conduct of 
Marketing Research work. The Commission 
directed that an organization discontinue 
representing itself as “‘an independent organ- 
ization not affiliated with any manufacturer, 
as long as any part of the cost of statistical 
data on comparative analyses of competing 
products published by said respondent as 
authoritative and unbiased is borne by the 
manufacturer whose product is used as a 
basis for the comparison, and to discontinue 
disparaging the products of competitors of 
such manufacturer.” 

The Commission has also undertaken an 
investigation of motor vehicles in response 
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to a Congressional resolution, the purpose of 
which is to determine the extent of concen- 
tration of control and of monopoly in the 
manufacturing, warehousing, distribution, 
and sale of automobiles, accessories, and 
parts. In connection with the study, it is 
sought to discover if there has been violation 
of the anti-trust laws of the United States. 


C. RESEARCH IN PRIVATE ORGANIZATIONS 


American Association of Advertising Agencies 


A joint committee of the Columbia Broad- 
casting System, and the National Broad- 
casting Company, has just issued a “Study 
of Rural Radio Ownership and Use in the 
United States.” The present study covers 
rural ownership of radios and listening habits 
of people living on farms and villages of 
2,500 population or less. Data is presented 
by states and by regions. 


Consumer Credit Institute of America, Inc. 


Mr. Albert Haring has just issued “The 
Instalment Credit Contract,” which is a 
factual analysis of instalment contracts 
based upon actual records. The study sum- 
marizes objective material, states the prob- 


lems which have arisen and outlines possible 
solutions. 


Fawcett Publications Inc. 


Data on the women who patronize super- 
markets based on interviews with customers 
in three large supermarkets have been pub- 
lished under the title “This Little Gal Went 
to the Supermarket.” The data show em- 
ployment, marital status, age, and whether 
the women prepare meals, etc. 


Hearst Magazines 


A study entitled “A Market for Gas 
Appliances” has just been issued by L. J. 
McCarthy, Director of the Marketing Divi- 
sion. 

Detailed analysis of data covering the 
number of gas meters are presented by re- 
gions and states, by principal trading cen- 
ters, secondary trading centers and rural 
areas and by various population groups. 


Dun & Bradstreet, Inc. 


Twin Surveys—Business Trend, Tax Bur- 
den. A large scale experiment with an un- 
usual type of duplex questionnaire schedule 
was started about January 1, when over 
2,000,000 forms were mailed out to concerns 
all over the country. The left-hand half of 
this form, labeled “Business Trend Survey,” 
asks for 1937 and 1938 sales volume along 
with inventories at the end of each year. The 
right-hand half, entitled ““Tax Burden Sur- 
vey,” provides space for noting ten different 
kinds of tax payments, under the following 
four main headings: 


1. Federal taxes on business income— 
with a distinction between corporation 
returns and partnerships or proprietor- 
ships. 

2. Social Security taxes and contributions 
—with state and Federal amounts com- 
bined but a distinction between em- 
ployee and employer contributions. 

3. Sales and Excise taxes on outgoing 
goods—separating Federal from state 
and local. 

4. All other state and local taxes—with 
separate space for income, property, 
franchise and miscellaneous taxes. 


Concerns participating in this survey 
have the choice of sending both forms in 
together or of detaching the Tax Burden 
section for more careful study and later 
return. About 80% of the contributors chose 
to fill out both schedules. The number of 
usable returns up to date of writing has ex- 
ceeded last year’s returns during the same 
period. 

Tentative publication plans call for pre- 
liminary estimates of sales and inventory 
trends for manufacturing, for wholesaling 
(in total) and for a few of the large retail 
trades to appear in the March issue of Dun’s 
Review; the preliminary tabulation of the 
Tax Survey and additional Business Trend 
data in the April issue; final report on Busi- 
ness Trends in the May issue; and a detailed 
report on the tax findings in the June issue. 
Ability to maintain this schedule will be de- 
termined largely by the rate at which returns 
come in. 
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Analysis of both Surveys is being directed 
and carried forward by Mr. Walter Mitchell, 
Jr., and technical phases of the Tax Burden 
Survey are being supervised by Dr. Paul 
Studensky of New York University as con- 
sultant. 

Financial Ratios for Management Guid- 
ance. Under the title “They Said It with 
Inventories,” by Roy A. Foulke, Manager 
of the Analytical Report Department, a 31- 
page pamphlet has been published giving 
fourteen important financial ratios for 72 
lines of business based upon 1937 year-end 
figures. This is nine more lines of industry 
and commerce than were studied in “Signs 
of the Times,” published in the preceding 
year. As a basis for the figures, 12,302 com- 
mercial and industrial business enterprises 
were studied. 

In addition to the familiar “current ratio” 
the ratios portray in detail safe and healthy 
relations between the component items of a 
balance sheet; relations of net profit to sales, 
working capital and net worth and inven- 
tory; relation of debt to net worth, inventory 
and net working capital; and the relation of 
fixed assets to net worth. 

For the first time these ratios are broken 
down into a three-way guide; one series 


representing the Upper Quartile, one series 
the Median, and one the Lower Quartile. 
With this three-way setup it is believed that 
the ratios will be of more value than ever 
before to business executives, bankers, mer- 
cantile credit men, accountants, and stu- 
dents of business affairs. 

Some unabashed second-hand research is 
being made by Edwin B. George on the 
subject of business concentration and its 
effects. The results will be incorporated in a 
series of articles in Dun’s Review, beginning 
with the March issue. The effort of the first 
article is to run to earth the many common- 
place statements that are made about the 
scope of “big business,” examine their 
actual bases, and assign to each some kind 
of significance rating. Not the slightest dis- 
respect is intended toward the authors of the 
various original works on “size,” and none 
is shown. Protection of the business public 
from misuse of useful measures, comes closer 
to the purpose than criticism of the measures 
themselves. Other articles will inspect the 
conflicting evidence on such aspects of the 
“size’”’ issue as the relative growth of large 
and small business, their relative profit- 
ability, and their relative economic and 
practical performances. 
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A.—Book REvIiEws 


PrincipLes OF MarketinG, by Harold H. 
Maynard, Walter C. Weidler and Theo- 
dore N. Beckman. New York: Ronald 
Press Company, Third edition, 1939, pp. 
XXi, 700, $4.50. 


Specialists in marketing need no introduc- 
tion to Maynard, Weidler and Beckman’s 
Principles of Marketing. One of the best 
known introductory texts in marketing, it 
has been used widely since it was first pub- 
lished in 1927. In considering this new third 
edition, therefore, the present reviewer will 
not attempt to make the sort of critical 
analysis which would be desirable if it were 
a new book. Attention will be confined to the 
nature and consequences of the changes 
which have been made in the present edition. 

Since the publication of the second edition 
in 1932, the censuses of 1933 and 1935 anda 
large number of private and public investi- 
gations have greatly expanded the factual 
material about marketing available to stu- 
dents. Furthermore, the worst years of the 
depression and the experiments and innova- 
tions of the “New Deal” have introduced 
fundamental changes into the institution of 
marketing and altered the social ‘‘climate’’ 
in which it must operate. These changes 
have increased the number of people who 
take an alert interest in marketing, have 
led to its development as a course of study 
in arts colleges and secondary schools, and 
have altered the points of view from which 
it can be most fruitfully studied even in 
schools of business. 

The outward evidence of a response to 
these circumstances which will first strike 
the reader of the edition under review is a 
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substantial enlargement of the book. Al- 
though the new edition has only 700 pages, 
as compared with nearly 800 in the second 
edition, the page size has been substantially 
increased. The result is that room has been 
made for approximately 50,000 more words 
of text. This addition and drastic condensa- 
tion at many places throughout the volume, 
make possible the inclusion of a great deal of 
new material. 

Although the titles of sections, chapters 
and section headings have been changed 
throughout, the broad outline upon which 
the text is constructed remains essentially 
unchanged. As in the earlier edition, the 
authors take up in succession the nature and 
importance of marketing, the ultimate con- 
sumer, retailing, the wholesaling of con- 
sumers’ goods, industrial marketing, the 
functions of marketing, marketing policies, 
and the cost and efficiency of marketing. 
Within this broad outline, however, there 
has been a great deal of rewriting, condensa- 
tion, expansion and shuffling about of the 
old materials, as well as incorporation of new 
materials. In not more than a half dozen 
chapters are the alterations restricted to 
minor revisions and corrections. All the rest 
have been thoroughly reworked. Three are 
completely new. 

Examples of the ways in which material 
has been reshuffled will make clearer what 
has been done: The chapters on agricultural 
and consumers’ cooperation, after detailed 
revision, have been transferred from the sec- 
tion on marketing institutions to the section 
on cost and efficiency of marketing. Ma- 
terials formerly carried in a special chapter 
on bases and kinds of sale have been dropped 
out or scattered among the chapters on 
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standardization, transportation and market- 
ing policies. Department stores and mail- 
order houses are discussed in separate chap- 
ters rather than together. 

Both in the chapters which have been 
shifted about and in those which have been 
left about where they were, many sections 
and paragraphs have been rewritten. Much 
of this rewriting apparently was designed 
solely to improve the style or clarify the 
thought. Many sections, however, have been 
reworked to bring in the most recent data 
from the census or other important studies. 

The principal additions of new matter 
are to be found in the three completely new 
chapters. One of these, carrying the title 
“The Consumer in Our Marketing System,” 
discusses ““consumer attitudes” and evalu- 
ates the ““consumer movement.” The second 
describes the rise and weighs the pros- 
pects of supermarkets. The third, which 
carries the title ““Marketing and the Gov- 
ernment” and brings the book to a close, 
discusses briefly the relations between mar- 
keting and government under laissez faire 
and describes the efforts made to maintain 
free competition through such legislation 
as the Sherman, Federal Trade Commission 
and Clayton Acts. It then gives a few para- 
graphs each to the Agricultural Marketing 
Act, the Agricultural Adjustment Act, the 
National Industrial Recovery Act, the Rob- 
inson-Patman Act, the Wheeler-Lea Act, the 
Miller-Tydings Act, and various State laws 
of similar import. These laws the authors 
describe as being designed to restrict and 
regulate competition, rather than to main- 
tain it. 

The effects of all the rewriting and shuf- 
fling and the introduction of new materials 
are, in general, good. A substantial improve- 
ment has been made in the book. By working 
out new titles and headings and regrouping 
topics under them, the authors have done 
away with two of the most serious flaws of 
the second edition—the frequent lack of 
logic 1 in arrangement and organization and 
a misnaming of chapters, whose content 
sometimes had little relation to the title. 

While the central point of view and the 
emphasis of the book have not been changed 


as much as might seem apparent from a 
hasty inspection, the rewriting and the intro- 
duction of new materials have also brought 
the book up to date. This is true not only 
in the superficial sense of presenting the 
latest available statistics and the results of 
the latest research reports, but also in the 
more fundamental sense of incorporating 
new ideas and new subjects for discussion so 
as to keep classes abreast of developments 
in a rapidly growing discipline. 


Reavis Cox 
University of Pennsylvania 


THE ConsuMER-BUYER AND THE MARKET, 
by Jessie V. Coles. New York: John Wiley 
& Sons, Inc., 1938, pp. xvili, 596, $3.50. 


What does the average consumer need to 
know about the field of marketing in order 
to meet the seller as an equal and thus play 
less of a passive role as buyer? The book 
attempts to answer this question by restat- 
ing nearly the whole body of current mar- 
keting principles from what is assumed to 
be the consumer’s instead of the merchant’s 
and manufacturer’s point of view. 

Thus, the following subjects are systemati- 
cally covered: (1) consumers’ buying mo- 
tives, difficulties, and habits; (2) the market: 
functions, middlemen, methods, and costs; 
(3) retailing; (4) consumer credit; (5) pricing 
and price problems; (6) market devices as 
aids: salespersons, labels, packaging, brands, 
advertising, standards; and (7) government 
aid and protection for consumers. On the 
whole the work is carefully footnoted and is 
quite detailed in its discussions. 

While the author sees clearly that con- 
sumers are not a special class of people, but 
merely the public in a common role of life, 
still she takes the consumer role to be in 
conflict with the producer-merchant role. It 
is especially as a spender of money that the 
consumer seems to her to face this inescap- 
able conflict. And to make matters worse he 
is no match for his adversaries, thereby los- 
ing the valuable opportunity to increase his 
real income through efficient buying. Hence 
it is desirable for some totally unbiased 
agency to educate the consumer. 
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Not all limited to lower income groups, 
pressing consumer problems are pointed out 
among the wealthier classes, whose igno- 
rance as consumers may expose them to 
dangers far worse than ordinary extrava- 
gance or waste of funds. 

To the general proposal that the con- 
sumer-buyer be educated to know his busi- 
ness, few should object. Reputable mer- 
chants often lament the absence of an intelli- 
gent consuming public on the practical 
ground that an ignorant body of consumers 
is simply incapable of appreciating in mer- 
chandise either superior quality or good 
value when they are offered. 

It may, however, be doubted that such a 
healthy level of consumer-buying can be 
realized. With the shifting state of technol- 
ogy, mass production, and division of labor, 
it may even be doubted that the average 
merchant himself (much less the average 
consumer) will shortly be able to know with 
scientific precision the exact quality and 
value of all the varied wares he sells. 

In the next half century, moreover, the 
average consumer may be found to possess 
neither the time nor the desire for specializa- 
tion in buying even in the simplified degree 
proposed in the present book. If so, the larger 
part of the solution will lie in better regula- 
tory machinery and a higher level of com- 
petition, as well as public encouragement of 
all efficient and honorable producers and 
sellers—of whom there are many. 

Although not bitterly critical, the book 
does by implication seem to proceed on a 
documented suspicion of sellers generally. 
In this one respect, it seems to the reviewer 
to exaggerate the evils against which the 
consumer needs protection. We read (page 
387): 

“If training is provided for salespersons, 
emphasis is usually placed upon how to make 
a sale rather than upon how to know quality 
of merchandise.—Such topics are empha- 
sized as personality in salesmanship, the 
salesman and a technique for control over 
men, appealing points of the article, talking 
points in arousing desire, selling against 
inertia, influencing the buyer, analyzing 
temperament, systems for judging human 


nature, and adjusting the buyer’s character- 
istics to the sale. 

“The consumer who reads this literature 
sees himself as a bug impaled upon a pin, with 
the magnifying glass of the scientist trained 
upon him. His motives, his instincts, his 
actions under various circumstances are 
analyzed to the nth degree and the sales- 
person is told how to handle him under all 
conditions. Worth while? Perhaps to the 
seller! But the consumer himself might wish 
for more information about the goods put 
before him and less emphasis upon analyzing 
his emotions.” 

Now such rational criticism does not de- 
scribe what the average person wants, but 
rather what the author believes he ought to 
want. If this were really the determined 
attitude of the great mass of consumers, the 
desired changes in both advertising and sell- 
ing would be quick and spontaneous. But, 
deplore it as we will, the public tends to buy 
from those who studiously supply all these 
“psychic” satisfactions—and not from those 
who offer merely the most of a stated grade 
of goods for the least money as a direct 
guid pro quo. 

The work does not attempt to cover the 
whole field of consumption, omitting by de- 
sign such angles as (1) how well consumers 
are able to recognize their own needs and 
desires, (2) how skillfully they use the goods 
they buy, or (3) the larger importance of 
their action for the economic theory of 
cycles, wages, risk, distribution, value, and 
the organization of production. Some atten- 
tion is devoted to the effect on marketing 
costs of certain consumer abuses. 

Among marketing experts, then, the work 
will be of interest mainly for its suggestive 
point of view, which reflects a growing belief 
that something is going to be done. One of 
the possibilities advanced is for the public 
school system to rebuild its home economics 
courses, shifting the emphasis away from the 
study of cooking, patching, housekeeping, 
and sewing in the direction of hard-headed 
buying for the family. Such courses would 
certainly compete with, and duplicate in 
large measure, some of the high school mer- 
chandising courses now in prospect. 
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The author is no newcomer in the con- 
sumer field, and her work is not to be passed 
over lightly by those interested in possible 
trends of thought and public policy in the 
future. Many will remember her book, 
Standardization of Consumers’ Goods, 1932. 


H. W. WIpENER 
The University of Buffalo 


Mitestones OF MarketinG, by George 
Burton Hotchkiss. New York: The Mac- 
millan Company, 1938, pp. xvi, 305, $2.50. 
That students of marketing have too long 

neglected the study of the evolution of mar- 
ket institutions is the belief of the author of 
this pioneer work. This has perhaps been 
due in part to inertia and to insistent de- 
mands for consideration of the perplexing 
problems of the moment, but, says the 
author, some neglect is traceable to the per- 
sistent belief that conditions today are 
wholly different from those of the past. The 
average business man or legislator has only 
a hazy conception of even the most signifi- 
cant and unquestionable facts about the 
evolution of marketing. Thus he has no way 
to refute the fallacious theories regarding 
trade that constantly spring up. Most of 
these theories go back to the Middle Ages 
and were the product of the deductive logic 
of medieval ecclesiastics. The general public 
finds them plausible while the business man, 
although suspecting their impracticality, 
does not know when or where they have been 
tried and have failed. 

This little book is, therefore, presented by 
Dr. Hotchkiss as a means whereby the stu- 
dent may gain a quick perspective of the 
most important aspects of market structure, 
problems and prevailing theory in certain 
great epochs of industrial development. No 
claim is made to thorough treatment. But 
the author winnowed his subject matter 
from the voluminous treatments of economic 
and industrial history and has supplemented 
this material with much original research in 
libraries both at home and abroad. He has 
so placed this material against the economic 
background of the periods treated that inter- 
relationships are both disclosed and stressed. 

Although the author treats of such basic 


problems as the question of whether the 
right to engage in trade is a natural or ac- 
quired right, regulation of trade which 
sprang from the church, the development of 
middlemen and their functions, marketing 
aspects of guilds, the rise of free towns, the 
contributions of the great trading companies, 
the effect of mercantilism on trade and the 
effects of the industrial revolution on dis- 
tribution methods, he does not neglect to 
include many interesting notes which linger 
in one’s memory. Illustrative is the use of 
the cross to designate a meeting place for 
barter in early English towns, the contention 
that the chapman was the first domestic 
marketing representative in English trade, 
the fact that the trade-mark was originally 
more a liability than an asset, and the quo- 
tation from a 17th century writer that “there 
is twenty in the hundred (20%) difference 
between, ‘Will you buy’ and ‘Will you sell.’” 

The first milestone of American marketing 
considered is the rise of the trust monopolies, 
a subject which is followed by an interesting 
but not particularly new treatment of the 
rise of large scale retailing. The life-long 
interest of the author in advertising enables 
him to make a greater contribution in his 
consideration of the rise of national adver- 
tising. An objective but penetrating descrip- 
tion of marketing aspects of the New Deal 
follows a challenging presentation of the 
“merchandising era” which is defined as the 
first three decades of the twentieth century, 
for in that period sales promotion supple- 
mented the longer established marketing 
methods. 

It is hoped that this book may be a major 
incentive to further and intensive study of 
business history and of the background of 
market institutions. As the study and teach- 
ing of marketing becomes more mature it 
will doubtless attract many who have both 
an interest in historical research and the 
point of view of those who believe that 
present institutions and policies can be 
understood only when they are fitted into 
their proper historical background. Then 
this neglected field will begin to make the 
contribution to the practice and the teaching 
of marketing which many of us believe to be 
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essential if marketing is to make its greatest 
contribution to the solution of current prob- 
lems. 

H. H. Maynarp 

Ohio State University 


TRADE AssociaATIONs IN Law AND BusINEss, 
by Benjamin S. Kirsh (H. R. Shapiro, 
collaborator). New York: Central Book 
Company, 1938, pp. 399, $5.00. 

This valuable work is a completely re- 
vised issue of Kirsh’s standard textbook on 
trade association law which was published 
just ten years ago, Trade Associations, the 
Legal Aspects. The 1938 book has about 45 
per cent more text and an excellent list of 
leading cases and legislative acts up to 
August, 1938. The titles of the chapters in 
the 1928 and 1938 studies are almost identi- 
cal but most of them have been greatly 
expanded. 

The publisher announces this book as a 

“comprehensive survey and evaluation of 
trade associations; a critique of its strength 
and weaknesses; a practical handbook, 
timely | for the Congressional Monopoly In- 
quiry.” This refers to the 1938-1939 survey 
of American business and especially eco- 
nomic control which has just been started by 
the Temporary National Economic Com- 
mittee of Congress. One specific duty of the 

TNEC is to study trade associations. 

The scope of the work is not as compre- 
hensive as the title might suggest, Trade 
Associations in Law and Business. Little is 
given on business phases alone. One misses 
the constant example of activities of associa- 
tions in all fields of commerce such as pre- 
sented in the leading survey in this field prior 
to the first Kirsh study, the 1922 Trade Asso- 
ciation Activities and the Law, by F. D. Jones. 

The Kirsh-Shapiro book, however, does 
contain a wealth of references to other 
sources of information on activities of Ameri- 
can and foreign business organizations. For 
example, the 46 page chapter on Statistical 
Reporting refers to approximately 20 books, 
to 25 articles in law journals and trade 
papers and to 15 leading federal and state 
law cases and statutes. Corresponding figures 
for the 32 page chapter on Trade Relations 


are 20 books, 25 articles and 35 cases and 
statutes. This very conscientiously docu- 
mented book guides the reader to further 
sources by means of 815 footnotes, including 
references given two or more times. 

This wealth of citation material is espe- 
cially valuable to the practicing attorney as 
well as to executives of trade associations, to 
university professors and to other close stu- 
dents of this field of law; one which is well 
known as being unusually technical and in 
a constant state of flux: 

“The anti-trust acts have had a varied 
history. At times there has been laxity and 
neglect on the part of the prosecuting officers 
with the attendant results of open and fre- 
quent violations of law. At other times there 
were periods of vigorous enforcement... .” 

Although pointing out that in every year 
some associations run afoul of the federal 
and state anti-trust laws (for attempted 
control of prices, of production, of distribu- 
tion channels or of sales areas) this study 
comments on the helpfulness of associations 
in all fields of industrial life and states that 
the majority of American business units 
now belong to one or more trade groups. 

There are a number of references to for- 
eign laws and to court decisions affecting 
business organizations in other lands and it 
is stated that in foreign countries the gov- 
ernmental attitude is more tolerant, if not in 
every case more favorable, toward industrial 
coordination and combination. It is said 
that “there are at present in no European 
country restrictive legal provisions which 
embody the regulations and contain the 
drastic penalties of the American anti-trust 
laws ...in England, agreements which are 
illegal, as being in restraint of trade, are so 
only in the sense that they are not enforce- 
able in legal proceedings between the par- 
ties... British cases involving protective 
action taken by trade groups are of extreme 
importance since the American law on the 
subject in both state and Federal jurisdic- 
tions, necessarily must respond, as in Eng- 
land, to changing times. England, sooner 
than America, has judicially recognized a 
fact of modern industrial society, that more 
and more the individual has shifted from 
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being merely a human atom in a political 
group, and that through organizations and 
associations he is realizing his true person- 
ality.” 

After discussing the National Recovery 
Administration experiment in “‘self-govern- 
ment” and the fact that the N.R.A. law 
was declared unconstitutional the book dis- 
cusses new legislation in the field of unfair 
competition and it is stated that “recently a 
series of Federal statutes have been enacted 
which are utterly inconsistent with the prin- 
ciples of the Sherman Act, and which in 
practical effect will make its enforcement 
even more difficult. . . . The Robinson-Pat- 
man Act (1936) penalizes price discrimina- 
tion. Yet, by insisting upon equal treatment 
of customers similarly situated, the statute 
can be skillfully employed to overcome the 
strict demands of the Sherman Law which 
penalizes a course of conduct resulting in 
uniformity in prices. The fair trade and re- 
sale price maintenance statutes likewise evi- 
dence a departure from strict enforcement, 
permitting vertical price maintenance. Both 
the state and the Federal Miller-Tydings 
(1937) laws contain provisions against hori- 
zontal combinations.” 

The 1938 Wheeler-Lea amendment to the 
Federal Trade Commission Act is mentioned 
as one which will have direct, practical 
effects upon the trade association movement. 
It is then stressed that the Supreme Court 
sanctions the competition-lessening tend- 
encies and activities of business corpora- 
tions composed of many integrated units 
(subject to the Standard Oil case “rule of 
reason’’), but is strict in stopping such tend- 
encies of federated units of independent 
business men, trade associations. It is said 
that “the trade association movement lacks 
the power of enforcement of salutary meas- 
ures aimed at demoralizing price and pro- 
duction tactics by a small minority, at those 
times when the need for some permissible 
sanction is most potent. Cut-throat compe- 
tition cannot be stopped without trade asso- 
ciation regulations, codes of ethics, or trade 
practice conferences that can be rigorously 
enforced under the authority of the law. A 
small number of less scrupulous associations 


choose to engage in forceful measures, even 
to the lengths of making alliances with 
racketeering elements, seeking to justify 
their tactics as the necessary illegitimate 
offsprings of too rigorous an anti-trust 
policy. It is still a mystery how dissenters 
can be held in line under the law, although 
engaged in uneconomic and wasteful busi- 
ness competition.” This exhaustive survey 
of trade association law then includes the 
frank comment, “this problem of the non- 
conforming individual trader is the Achilles 
heel of the entire trade association move- 
ment, both from the legal and administra- 
tive point of view.” 

One wishes that this book had gone some- 
what further into the whole field of the law 
of unfair competition and that more had 
been included on activities of trade associa- 
tions. Yet, as before stated, ample references 
are given. Of the approximately 240 cases 
mentioned, about 95 are leading ones of the 
U. S. Supreme Court and there are fifteen 
1938 court decisions. The index is not as 
complete as some readers will desire; its 
less than 500 items compare with the more 
than 2,000 in the Jones book on trade asso- 
ciation law. One finds no index references to 
state anti-trust laws as such, to interstate 
commerce, to the National Labor Relations 
Board (and its important recent cases which 
considerably extend the field of federal legis- 
lation over business activities within a state). 
The book will likely remain the standard on 
this subject for a considerable period. 

C. J. Jupkins 
Bureau of Foreign and 
Domestic Commerce 


Pus.iic REGULATION oF MILK MARKETING 
in Cauirornia, by J. M. Tinley. Univer- 
sity of California Press, 1938, pp. 213. 


This is a clear and well written account of 
the attempts to control the price of milk in 
California from 1930 to 1938. In view of the 
number of states that have attempted to 
regulate the marketing of milk, this is a 
valuable study. “The California milk- 
stabilization legislation appears to be defi- 
nitely superior to similar legislation in most 
other states...” (p. 147). Before taking 
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up the theme of the book, two points re- 
garding its mechanics might be mentioned. 
The reviewer feels that the book deserved an 
index and that it would have been somewhat 
easier reading if small tables had been used 
rather than enumerating fairly long lists of 
figures in the text. 

The “evils” which the administrators and 
laws attempted to correct had their origin 
in the prosperous days of the 1920’s “when 
a considerable element of monopoly control 
over production and distribution of fluid 
milk was developed” and retail prices were 
14 and 15 cents a quart. Following the break 
in 1929, prices in 1930 and 1931 declined 
slowly, lagging behind the prices of manu- 
facturing milk, the price of feeds (p. 21-22), 
the price of other farm products, and the 
retail price of foodstuffs (p. 145). This led 
to an increase in the number of producers 
and distributors and seems to have been the 
chief cause of the ensuing troubles. What the 
author calls ‘“‘milk wars” came in 1931 and 
1932. With the exception of local and tem- 
porary situations, it is hard to see how these 
can properly be called ‘‘wars” when the 
price of milk fell less than the prices of most 
other commodities. What seems to be meant 
is that some price competition appeared. 

In 1933, came the A.A.A. milk market 
agreements and administrators under which 
the price was raised to the producers and the 
margin increased to the distributors. Store 
differentials were abolished or reduced. The 
A.A.A. agreements were discontinued in 
1934 and in 1935, the State passed the Young 
Act (amended in 1937) to raise the prices to 
producers and the Desmond Act in 1937 giv- 
ing the Director of Agriculture authority to 
set minimum wholesale and retail resale 
prices. (The last named Act has been held 
unconstitutional since the book was written.) 
In setting prices to producers, the differen- 
tial in the price of fluid over the price of 
manufacturing milk must cover the extra 
cost of transportation, of meeting sanitary 
requirements, and of maintaining a uniform 
supply throughout the year. The number of 
new producers entering and the number of 
old producers dropping out is also considered 
as indicating whether the differential is too 


high or too low. These methods indicate an 
attempt to fix prices fairly. The price of 
butter is set on an open market (in the ab- 
sence of government interference) and if the 
price of fluid milk is kept just enough above 
the price of butter to cover the extra costs, 
it appears that the price of fluid milk, would 
be determined by supply and demand. 
Prices have been set in three marketing areas 
and the “prices to the producers are the 
highest in the state; and retail home-deliv- 
ered and store prices to consumers and retail 
distributors’ margins are the lowest in the 
state” (p. 148). 

Resale prices are based on cost of milk and 
the cost of operation. The Director of Agri- 
culture must also consider the purchasing 
power of the consumer and the price must 
be sufficient but not more than sufficient to 
maintain in business such number of reason- 
ably efficient dealers as necessary to supply 
the demand. The author gives a somewhat 
detailed account of the problems and diffi- 
culties involved in gathering the cost data. 
The costs and capacities of the various deal- 
ers in market X are presented on pp. 125- 
126. Here is an excellent illustration of data 
used in the application of the bulk-line prin- 
ciple of price setting. There are 12 distribu- 
tors in the market and it is found that the 
four with the lowest costs have a capacity 
sufficient to supply the market. The law 
apparently presumes that the other 8 will 
quit business. 

The author discusses an ideal system of 
milk distribution. In a large city, he would 
have a few plants of optimum size with little 
or no overlapping of delivery routes. The 
reviewer feels that he over emphasizes the 
importance of size. Individual efficiency is a 
more important factor. Size is often the 
result of low cost and not low cost the result 
of size. If there is only one delivery man on 
a street, it seems very likely that he soon 
would acquire a “monopoly psychology” and 
give poor service. Dun & Bradstreet’s figures 
for 1935 (53 distributors) show that dealers 
with sales between $10,000 and $30,000 had 
the lowest expenses while in 1936 (68 dis- 
tributors) those with sales between $50,000 
and $100,000 sales had the lowest expenses. 
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In both years, dealers with sales under 
$30,000 had the highest percentage of profit. 

He rejects distribution by municipalities 
(p. 52). He is not enthusiastic over either 
producer-owned or consumer-owned coop- 
erative delivery systems. He points out the 
difficulty in public utility regulation owing 
to the fact that a price would be set for dis- 
tributors having different costs. He feels, 
however, that the best solution would be 
the determination and enforcement of mini- 
mum prices to producers and resale prices 
to consumers set at such levels that only the 
more efficient distributors could survive and 
these could make a profit only by using 
every possible economy. If only the most 
efficient dealers are to be allowed to operate, 
why not allow only the most efficient farm- 
ers to operate? He offers no plan for dispos- 
ing of the high cost plants. Perhaps they 
would be sold at bankrupt prices and their 
new owners might then find themselves the 
low cost operators. 

The author gives no consideration to the 
possibility of restoring competition in the 
industry. He shows that the industry was 
partly monopolized in the 1920’s. This 
monopoly apparently did not end until 1931 
and government control was introduced in 
1933. Evidently competition was not given 
time to work itself out. He says (p. 51) that 
milk distribution was less efficient in 1938 
than in 1929. This certainly does not speak 
well for the results of regulation. Might it 
not be well to seriously consider the possi- 
bility of restoring and enforcing competi- 
tion? It seems that most of the troubles of 
the milk industry came after the producers 
and dealers had secured partial or complete 
monopolies. It seems clear that the regula- 
tory laws are inspired by producers or deal- 
ers who want artificially maintained prices. 
Competition generates evils, but controlling 
these evils may be cheaper than maintaining 
a complete system of regulation. We would 
need stricter health inspection, but most 
markets need this anyway. The author says: 
“if prices received by producers were to re- 
main at uneconomically low levels for any 
length of time, individual milk markets 
might find themselves with supplies of fluid 


milk inadequate to meet consumer needs” 
(p. 150). If so, supply and demand might be 
depended upon to set prices to producers. 
Assuming, however, that prices must be 

set to the farmers, then California appears 
to have a good method. All dealers in a mar- 
ket would then pay the same price for milk. 
Why not force them to compete and depend 
upon competition to control prices? All 
agreements relating to price should be pre- 
vented. The chain stores and super-markets 
supply a competitive factor which at present 
seems to be outside any agreements among 
dealers. It would seem that such a plan is 
worth trying before adopting distribution by 
regulated public utilities, or by municipali- 
ties. 

P. D. Converse 

University of Illinots 


Wuo Gets Your Foop Do. tar, by Hector 
Lazo and M. H. Bletz. New York: Harper 
& Brothers, 1938, pp. 129. 


This small volume, dedicated to the 
American housewife, is a simple, popularized 
version of the distribution of the food dollar 
to all who participate in its production. 

The book is built around the assumption 
that an average family of four having an 
income of $2,100 spends normally $12.50 a 
week for food. This $12.50 is subdivided as 
follows: $2.23 for dairy products and eggs; 
$1.35 for flour, bread and cereal products; 
$4.08 for meat products and fish; $1.86 for 
canned goods; $1.51 for fresh fruits and vege- 
tables; and $1.47 for beverage, seasoning, 
and dessert provisions. A separate chapter is 
devoted to each of the above general classes 
of food, and a breakdown in terms of where 
these consumer food dollars go is attempted. 
In making the distribution, figures appear 
to be tossed about as easily and noncha- 
lantly as an expert juggler going through his 
act—and with little more explanation as to 
how it is all done. 

Although written for the layman, it is 
felt that the book may fall short of its au- 
thors’ ambition to obtain the full confidence 
of its readers inasmuch as the authors insist 
that the data were gathered from authentic 
sources, yet seldom in page after page of 
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figures pertaining to the distribution of the 
consumer’s food dollar are sources of specific 
data indicated. In some of the more general 
tables, and in the bibliography, meritorious 
studies are listed, but practically none of 
them are referred to in the text. 

Still the book is not without its virtues. 
It reads easily and is well illustrated. To the 
person who knows little about the food mar- 
keting mechanism and processes, it is sug- 
gestive. The reviewer, however, is unable to 
see a place for it in the literature of profes- 
sional marketers—readers of this journal. 


Spencer A. LARSEN 
Wayne University 


A PracticaL CoursE IN SUCCESSFUL SELL- 
InG, by Harry Simmons. New York: 
Harper & Bros., 1939, pp. 337, $3-00. 


In the Preface, the author states “It has 
been the author’s desire to take the subject 
of selling out of the realm of theoretical dis- 
cussion and to substitute therefor the most 
practical kind of working information and 
knowledge, as derived from actual selling 
experiences in the field of hard knocks.” 

The author’s experiential background is 
that of the salesman, sales manager, and 
sales counselor. His previous articles and lec- 
tures have proved to have a strong appeal 
for salesmen on the firing line. 

Many salesmen are technicians rather 
than economic leaders or creative thinkers. 
Harry Simmons’ book will appeal to them 
because he offers more than seven hundred 
brass-tacks ideas. Certainly, some of his 
ideas will be helpful to the salesmen who 
are seeking suggestions for dealing with 
specific tactical questions. Sales managers 
who wish to prepare themselves for sales 
meetings can turn to the book for ideas that 
will supplement their own. 

In this reviewer’s opinion, the book will 
not meet the needs of the academic teachers 
of courses in salesmanship. Certainly, the 
teacher of students of a college of commerce 
will want his students to have more than 
many long series of business and selling 
maxims. He will try to have his students 
develop more patternful thinking. Further- 
more, the economic and social relationships 


of selling receive only axiomatic treatment. 
Most college teachers still believe that 
they should aim to train their students for 
leadership responsibilities rather than at- 
tempt merely to develop technical skills. 
Principles are more important than technics. 
Simmons offers a kind of laboratory manual 
but neither a course nor a textbook in selling. 
H. W. Hepner 
Syracuse University 


ADVERTISING MeEp1A AND Markets, by Ben 
Duffy. New York: Prentice-Hall, 
1939, PP- 4373 $5.00. 


This book is perhaps the best volume on 
the market dealing with the problems con- 
fronting the advertising space buyer. The 
author does not view the medium as all- 
important, but rather recognizes the neces- 
sity of combining copy, layout, and medium 
for effective results. He devotes the first 
chapter to a brief consideration of the rela- 
tionship of these three elements. 

The second chapter deals entirely with the 
market and its importance in advertising. 
However, a discussion of this subject is not 
limited to a single chapter, but rather is 
interwoven through many chapters. In many 
places he emphasizes the importance of 
measuring the character of the market, its 
location geographically and by classes, and 
the sales potential of each area and group. 
This, he points out, is necessary before media 
can be selected intelligently, because the 
true function of the medium is to carry the 
advertiser’s message to a particular group in 
one or several areas. The author next out- 
lines in a separate chapter specific steps and 
methods to be followed in the selection of 
media. 

About one-half of the book is given over 
to a description of the characteristics of most 
of the important advertising media. This is 
followed with specific chapters on circula- 
tion, magazine and newspaper position, 
cooperative advertising, judging media by 
inquiries, the appropriation, and the adver- 
tising schedule. 

The author is a definite believer in the effi- 
cacy of testing. He uses the results of coupon 
tests to measure the efficiency of different 
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media, position, color, etc. However, he is 
not always careful or sufficiently critical in 
his interpretation of test results. For ex- 
ample, he is seemingly over-anxious to vote 
strongly in favor of the right hand over the 
left hand page position in magazines. He 
cites two identical advertisements run at 
different times in the same magazine, but 
appearing one time on a left hand and the 
other time on the right hand page. He points 
out an important array of factors that might 
influence returns including such items as 
adjoining editorial comment, month of year 
run, and sequence of advertisements. He 
states, however, that “One drew more than 
twice as many inquiries as the other [and 
that] position in the magazine changed their 
effectiveness” (page 234). He makes no at- 
tempt to evaluate the influence of the other 
factors. 

His conclusion, however, on the subject of 
position is fundamental when he states “The 
advertiser's first consideration...is to 
reach the right market for his product. The 
number of people who see an advertisement 
is not so important as the selection of maga- 
zines that will reach people who have the 
desire and the ability to pay for the particu- 
lar product.” He admonishes space buyers 
not to buy space in a magazine just because 
a favored position can be obtained stating 
that “you can always get a good seat to a 
poor show” (page 242). 

The author’s treatment of the circulation 
factor is excellent. He treats such items as 
reader interest; type, volume, and location 
of circulation; relation of circulation to mar- 
ket potential; type of person reached; and 
duplication. More emphasis is rightly placed 
on the type and quality of the audience than 
on its size. 

One hesitates to point out certain weak- 
nesses in such an excellent book, but there 
are several that must be mentioned. Many 
will wonder why such an important medium 
as direct mail was omitted. The reason may 
have been that this field does not present 
an organizational set-up found in other 
fields. But a field attracting as many adver- 
tising dollars as direct mail should warrant 
some consideration in a book on media. One 


might ask also why no mention is made of 
window and store display space particularly 
when other point-of-sale media were con- 
sidered. 

Those who wish to evaluate the many ex- 
amples and quotations from other material 
will find it difficult and often impossible. 
The book is not well documented. Very few 
footnotes are given and no bibliography. 
While the many examples given show a 
breadth of familiarity with the literature in 
the field, there are some instances where 
Duffy has chosen to use estimated figures 
when more authoritative figures were avail- 
able. 

But in spite of these shortcomings, one 
must rate this book at the top of the list. It 
will certainly provide the space buyer valu- 
able direction in more intelligently meeting 
his many problems. 

C. H. Sanpace 
Miami University 


OvutTpoor ApveERTISING, by Hugh Agnew. 
New York: McGraw-Hill Book Co., 1938, 
PP. 310, $3.50. 

This is not an easy book to review. It 
isn’t like the usual textbook from the pen 
of a college professor—dispassionately criti- 
cal and unbiased in treatment. This book is 
rather frankly promotional material for the 
outdoor advertising industry. In the preface 
Dr. Agnew says that it is written as much for 
the salesman of outdoor advertising as for 
the teacher or student of advertising. The 
more technical chapters are written with the 
help of men engaged in the outdoor adver- 
tising industry, to whom the author gives 
liberal credit. The result is a sort of a cross 
between a sales manual and a textbook. Its 
format is that of a textbook, but the purpose 
is partly promotional. 

Not that the book is lacking in value to 
the teacher of advertising or to the buyer of 
advertising. It provides the best treatment 
of the subject which your reviewer has en- 
countered. It will be welcomed by teachers 
as a source of “lecture” material or it may be 
assigned as outside reading. The buyer of 
advertising should read it as he reads other 
high class promotional material reaching his 


418 





THE FOURNAL OF MARKETING 





desk. It is vastly informative and will give 
almost any reader a much clearer and more 
comprehensive understanding of outdoor ad- 
vertising organization and operation. 

The reader lays down the book with an 
increased respect for the men responsible for 
the policies of the outdoor advertising indus- 
try. They are fighters, determined to make 
their stand against the tide of public opin- 
ion. And they are going about it in the smart 
manner, with market analyses of convincing 
character, with self-policing more effectively 
vigorous than most industries have been able 
to muster, with improvement in their prod- 
uct, with a sales organization intelligently 
recruited and well trained. They also see to 
it that we teachers of advertising are in 
possession of their promotional material 
(which, incidentally, I am glad to receive). 
Outdoor advertising has, in this country, 
been forced to watch newspapers, magazines, 
direct mail, and radio pass it in the struggle 
for the advertiser’s dollar, but the advocates 
of outdoor advertising are putting up a 
battle which commands the respect of every 
spectator. 

The salesman of outdoor advertising who 
studied this book carefully would be well 
armed. He would have at his command argu- 
ments based on the important place this 
medium occupies in the general marketing 
plan for most consumers’ goods. He would 
be able to discuss intelligently the chief ar- 
guments advanced by the salesmen of other 
media, such as newspapers, radio and maga- 
zines. He could point out the weaknesses of 
each one. 

In passing, it may be remarked that Pro- 
fessor Agnew has his troubles defining “‘cir- 
culation,” as has every teacher of advertis- 
ing. “Circulation,” he tells us, “is the num- 
ber of delivered messages.” But what is “‘de- 
livered”? “The delivery is the number of 
people to whom a message was delivered.” 
Now this may be clear to Mr. Agnew, who 
knows more about advertising media than 
your reviewer will ever know, but it is still 
a bit hazy to me, even after a third and a 
fourth reading. Is the message “delivered” 
to the motorist who passes a poster with his 
eyes glued to the road or to the road map? 


Professor Agnew divides media into “pri- 
mary” and “supplementary,” listing as pri- 
mary outdoor advertising, newspapers, mag- 
azines, and radio, in that order. Among the 
supplementary media we find direct mail, 
which fact may surprise the advertising 
managers of Sears, Roebuck and some other 
concerns. And some advertising men have 
been known to list outdoor advertising along 
with car cards as a supplementary medium. 

Our aspiring salesman of outdoor adver- 
tising would also profit greatly from a study 
of the chapter on Selling Outdoor Advertis- 
ing, as well as from the one on Mechanics of 
Selling Outdoor Advertising. The work of the 
Traffic Audit Bureau is helpfully explained 
in Chapter Eight. A touch of psychology is 
offered in Chapter Nine, which will enable 
the salesman to refer glibly to the “Law of 
Effect,” the “Law of Fusion,” seven laws 
governing Suggestion, and the judicious use 
of humor. At the end of the book appear a 
number of case histories of companies which 
have used outdoor advertising to advantage. 

As a sales manual or as promotional ma- 
terial this book is excellent—far above the 
common run. As a textbook, it will require 
some “teaching.” 

Frep A. Russevy 
University of Illinois 


Rerait Crepir FunpaMentats, by Clyde 
William Phelps. St. Louis, Missouri: Na- 
tional Retail Credit Association, 1938, pp. 
X1l1, 318, $4.00. 

Dr. Phelps has written a very readable 
book on an important subject from the point 
of view of explaining to individuals inter- 
ested in doing retail credit work three logical 
phases of that work—securing, controlling, 
and collecting an account. A definite attempt 
is made to center attention on the functions 
that the credit management must perform 
in any retail store rather than a history of 
how such functions are performed in some 
particular stores. 

In the first portion of the book Dr. Phelps 
discusses the technic of interviewing appli- 
cants for credit and of educating applicants 
at the time of the interview to regard credit 
as an intangible which can be lost by their 
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ignorance or slow action even though they 
eventually pay their bills. Also, in this sec- 
tion is contained a very useful statement of 
the information that should be sought from 
the applicant in the interview and should 
be considered in determining whether credit 
should or should not be granted. 

The second section of the book deals with 
the problem of authorizing charges and 
seeing that only the proper people get mer- 
chandise in the proper amounts on credit. 
The sections dealing with the use of credit, 
as well as those dealing with the equipment 
used in authorizing charge “sends” and 
“takes” will prove very useful to anyone 
just entering retail credit work. 

A section on special problems, particu- 
larly the problems connected with granting 
allowances or discounts, cashing checks for 
customers and making adjustments is well 
written. 

The final section of the book dealing with 
collections contains a number of copies of 
letters that are now used, of stickers fur- 
nished by the National Retail Credit Asso- 
ciation, and of systems for watching ac- 
counts. Particularly well written is the chap- 
ter dealing with the rehabilitation of delin- 
quent customers, pointing out the possibili- 
ties of profitable business being obtained in 
the future once a customer is rehabilitated. 
An index completes the book. 

On the whole, the book is very readable 
and should prove very useful to people en- 
gaged in retail credit work. 

O. P. DeEcKER 
Northwestern University 


Crepits and CoLLections in THEORY AND 
Practice, by Theodore N. Beckman. 
New York: McGraw-Hill, Fourth edition, 
1939, pp. xvil, 618, $4.50. 


Recent changes in legislation and prac- 
tices, as well as the accumulation of data 
from research activities, suggest the desir- 
ability of revision of texts on credits and col- 
lections. Among what might be called the 
standard textbooks in the general field of 
credits and collections, Olson and Hallman’s 
Credit Management was published in 1925, 
R. Young’s Industrial Credits, in 1927, W. A. 


Prendergast and W. H. Steiner’s Credit and 
Its Uses, in 1931, R. P. Ettinger, D. E. 
Golieb and H. M. Diamond’s Credits and 
Collections, in 1933, A. F. Chapin’s Credit 
and Collection Principles and Practice, in 
1935, and Steiner’s Mercantile Credit, which 
is a briefer treatment than the others men- 
tioned, in 1936. This fourth edition of Dr. 
Beckman’s notable treatise, which was first 
issued in 1924 and revised in 1930 and again 
in 1938, constitutes the most exhaustive 
and up-to-date work on the subject. The 
only significant change made in the fourth 
edition is a thorough revision of the chapter 
on Bankruptcy in conformity with the 
Chandler Act or Bankruptcy Law of 1938, 
although careful perusal reveals minor 
changes at a number of points in the text. 

The work consists of thirty-five chapters 
and the subject matter is presented in five 
main parts: nine chapters on the funda- 
mental principles of credits and collections, 
twelve on sources of credit information, five 
on the organization and management of the 
credit granting function, six on the technical 
and legal aspects of collections, and three on 
credit and collection control. One of the 
shortcomings of general texts on credits and 
collections has been a tendency to give con- 
sumer credit much less attention than its 
importance justifies. But in the textbook 
under consideration seven chapters are de- 
voted to consumer credit including retail, 
installment, and personal loan credit. 

Looking ahead, probably the major con- 
tributions to be expected from future publi- 
cations in this field will be in the direction 
of the development of credit theory and of 
credit control, and it is safe to say that the 
writers will be greatly aided by Professor 
Beckman’s outstanding work. 

Crype WILLIAM PHELPs 
University of Chattanooga 


B.—ABSTRACTS OF ARTICLES FROM THE 
ScIENTIFIC JOURNALS 
By Reavis Cox, University of 
Pennsylvania 
THE RELATION BETWEEN THE QUANTITY 
PURCHASED AND THE PRicE PER Unit, by 


Edward L. Thorndike. From the Harvard 
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Business Review, Winter, 1939, pp. 209- 
221. 


Statistical compilations of advertised re- 
tail prices (illustrated here by tabulations of 
prices for seeds and bulbs, chemicals, gro- 
ceries and miscellaneous mail-order wares) 
reveal that there are enormous differences 
in the reductions in price made for purchases 
in quantity, not only among different firms 
but within the same firm. Probably few of 
these differences are explainable by corre- 
sponding differences in cost to the seller or 
utility to the buyer. Many of them are due 
to custom and accident. There is a tendency 
to make the reduction greater as the quan- 
tity purchased rises; but there are wide 
variations from this tendency, notably in 
sales of dozens, which usually offer smaller 
reductions in price than other multiple sales 
units. There is a further tendency to make 
the reduction a smaller percentage for high- 
priced commodities than for low; but here 
also the variations from the tendency are 
wide. 

If the price charged for the smallest quan- 
tity listed for sale is reasonable, some of the 
prices for 4, 6, 10, 12, 100, etc., are grossly 
unreasonable. It seems advisable for any 
business to examine its quantity-price rela- 
tions with the hope of making them more 
profitable to itself and more beneficial to 
consumers. The subject also is one which 
might well be investigated by economists. 


PoputaTion Estimates or Locat Com- 
MUNITIES AND Economic PLanninoc, by 
George J. Eberle. From the Journal of the 
American Statistical Association, Decem- 
ber, 1938, pp. 694-704. 

In making estimates and measuring 
changes of populations in urban communi- 
ties between censuses, a high degree of ac- 
curacy can be obtained, but only if care is 
taken to conform to the governing rules, 
among which are: 


(1) Determine what class or classes of 
population are applicable to the planning 
problem in hand. At least four classes must 
be differentiated: (a) permanent residents, 


who make up the Federal census population; 
(b) non-permanent residents, who live for 
months or years at a time in a community 
without formally changing the places they 
claim as their regular homes; (c) travelling 
transients, who live in hotels, auto-camps, 
and the like for periods ranging from a few 
hours to several months; (d) day-time tran- 
sients, who come from surrounding areas and 
spend some part of the day in business or 
recreation. 

(2) Select a simple unit or units whose 
changes are most closely related to the speci- 
fic population changes to be measured. 
Physical and natural units are preferable. 

(3) The area of the subject for study and 
the area of the population should be coex- 
tensive. 

(4) The population indices should be 
available monthly or annually from reliable 
sources. 

(5) Avoid units or methods which are in- 
volved and excessively costly to apply. 

(6) When forecasting population changes 
in a local area or its sub-areas, study the 
whole historical record of the growth with 
respect to the causes of change; the sources 
of increase as to the proportion of natural 
increase, immigration and annexation; the 
past and probable future trends in numbers 
and percentages tabulated by significant 
periods and measured by plotting according 
to arithmetic and geometric scales, taking 
into account the probable future causes and 
sources of change. 


Recutatory Taxation, by Alfred G. 
Buehler. From the Harvard Business Re- 
view, Winter, 1939, pp. 118-152. 


Taxation for social purposes, as distinct 
from taxation for revenue, is logically de- 
fensible when (1) the object to be advanced 
is clearly in harmony with the general wel- 
fare, as distinct from the welfare of particu- 
lar classes or groups, (2) taxation is the most 
effective instrument for accomplishing this 
socially desirable objective, and (3) the so- 
cial gains from regulatory taxation surpass 
any loss of revenue that may arise from its 
effects on the sources of revenue. 











THE FOURNAL OF MARKETING 





421 





These principles have frequently been dis- 
regarded. Very commonly taxation for so- 
cial purposes becomes, in practice, taxation 
for unsocial purposes. Regulatory taxation 
is still, in general, an imperfect agency of 
social control; but it may have a limited 
usefulness as one phase of comprehensive 
social control programs. Under highly intel- 
ligent control, its social effectiveness could 
probably be increased somewhat. 


CHANGES IN Famity ExpENDITURES IN THE 
Post-war Periop, by Faith M. Williams. 
From the Monthly Labor Review, Novem- 


ber, 1938, pp. 967-979. 


Money disbursements in 1917-1919 of 
wage earners and lower-salaried clerical 
workers with annual family incomes of 
$1,200, to $1,500, when compared with cor- 
responding data for 1934-1936 reveal some 
striking differences (appropriate adjust- 
ments being made for changes in the price 
level). In general, with some differences from 
city to city, the expenditure pattern in 1934- 
1936 revealed a larger expenditure for food 
(especially dairy products, fruits, and vege- 
tables), housing (including fuel, light, and 
refrigeration), and miscellaneous expendi- 
tures (including transportation, travel, rec- 
reation, education, and goods and services 
affecting personal appearance). Expendi- 
tures for clothing declined during the period. 
Expenditures for furnishings and equipment 
increased in some cities and decreased in 
others. 

Total expenditures for goods and services 
increased in nearly every city, so that the 
number of cities in which the studies re- 
vealed a net deficit in the family balance 
sheet increased sharply, and virtually all the 
rest showed a reduction in net saving. While 
this result may be explained in part by some 
important differences in the national situa- 
tion, it is apparent that families of the type 
studied have higher standards of living than 
similar families had 20 years ago. The fact 
that in so many cities a net deficit was found 
indicates, however, that this improvement 
in consumption cannot be maintained unless 
higher incomes can be earned to pay for it. 


Propuct TEsTING AND Its VALUE To Busi- 
nEss, by Donald R. G. Cowan. From the 
Fournal of Business of the University of 
Chicago, October, 1938, pp. 349-362. 


As a tool of business management, pro- 
duct testing by consumers is still in its in- 
fancy. It promises to grow, however, as its 
value becomes known. Some goods may not 
be adapted to such comparisons; but there 
are hundred of products and brands to 
which tests should be applied without delay. 
In most instances the expense involved is 
small. The chief limiting factor is competent 
research help to conduct the comparisons in 
such a manner as to provide the largest 
amount of dependable information. 

Mr. Cowan goes on to discuss the impor- 
tance of direct testing by consumers as con- 
trasted with conversational or questionnaire 
surveys of consumer opinion, problems in- 
volved in selecting consumers to serve as 
judges, types of questions to be asked and 
methods of asking them, checks against bias 
in the results, the desirable sizes of samples, 
and related matters. 


THe ATTEMPTED STABILIZATION OF THE 
Biruminous Coat Inpustry, by Frank 
G. Smith. From the Harvard Business 
Review, Winter, 1939, pp. 177-188. 


Since 1918 the bituminous coal industry 
has faced a declining market which has been 
further curtailed during the general business 
difficulties of the last nine years. Because of 
various circumstances, the coal producer 
cannot meet this situation by liquidating his 
properties and taking his loss immediately, 
diversifying his products, finding new uses 
for them, or shifting over to entirely differ- 
ent types of manufacture and entirely new 
products. The demoralized conditions which 
have resulted have led during the last five 
years to an almost continuous effort at con- 
trol through such instrumentalities as cen- 
tral agencies of the type of Appalachian 
Coals, Inc., the bituminous code under the 
N.R.A., the first Guffey Act, and the Coal 
Conservation Act of 1937, which set up the 
present National Bituminous Coal Commis- 
sion. 
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The most important provisions of the Coal 
Conservation Act are those relating to the 
establishment of minimum and maximum 
prices. Although great difficulties are in- 
volved, experience indicates that final prices 
suitable to a majority of the producers can 
be set up by the Commission. Whether the 
Commission can maintain prices in the face 
of opposition from large and powerful con- 
sumers and from some producers, is prob- 
lematical, although a major portion of the 
bituminous coal industry believes that 
prices can be established and made effective. 

A supported price structure would stimu- 
late the shift to competing fuels, but would 
improve the earning of the industry at the 
outset. Although these factors would have 
the effect of aggravating rather than remedy- 
ing the basic difficulties of the coal industry, 
they should be examined in the light of their 
long-range effects. The conflict between the 
producer interests dominating the Commis- 
sion and the consumer interests, which have 
shown themselves capable of protecting 
themselves in their dealings with the Com- 
mission, may lead to a breakdown of the 
regulatory legislation. Through stimulating 
improvements in processes, control may lead 
to a gradual (rather than a violent) elimina- 
tion of marginal producers, with avoidance 
of acute distress and of waste of natural re- 
sources. 


Runninc CoMMENTS ON OTHER ARTICLES 


The old problem of using statistical tech- 
niques, either deliberately or through care- 
lessness, in such ways as to confuse rather 
than enlighten receives a sprightly discus- 
sion in an article by Jerome B. Cohen under 
the title ““The Misuse of Statistics,” in the 
December, 1938, issue of the Fournal of the 
American Statistical Association. Mr. Cohen 
has been collecting instances of misused 
statistics for some years and here offers some 
examples (with appropriate comments) of 
such errors as bad sampling, comparisons 
which fail to hold definitions constant, the 
use of absolute figures where percentages 
are required or the reverse, incorrect calcu- 
lation of averages, the concealment of sig- 
nificant divergences through the use of 


averages, arbitrary selection of base periods 
for purposes of making comparisons in time 
series, specious correlation, incorrect infer- 
ences from valid data, and so on and so 
forth. The article is well worth reading by 
anyone who compiles and uses statistics. 

Although technically a criticism of a spe- 
cific element in John Maynard Keynes’ 
economic doctrines, an article on “The Pro- 
pensity to Consume” by Elizabeth W. Gil- 
boy in the Quarterly Journal of Economics 
for November, 1938, will make useful read- 
ing for students of consumption habits and 
especially of the relation between income 
and consumption. The article is concerned 
with the assumption that as income in- 
creases expenditures upon consumption in- 
crease in smaller proportion. It expresses 
some strongly worded doubts concerning the 
validity of the beliefs that there is a rela- 
tively simple relation among income, con- 
sumption and savings; that the relation is a 
stable one; and that the relation is a response 
to a fundamental law of human nature rather 
than merely a type of action related to a 
particular kind of economic system which 
may readily be changed (e.g., through reli- 
ance upon governments for security against 
economic risks and the concentration of 
business effort upon urging the individual to 
spend rather than to save). 

E. A. Duddy offers the first installment of 
“Financing the Wholesale Distribution of 
Fruits and Vegetables” in the October, 1938, 
issue of the Fournal of Business of the Uni- 
versity of Chicago. The first installment gives 
a historical background, shows how dis- 
tributors carry a substantial part of the bur- 
den of production through their granting of 
credit to growers, and starts a description of 
the methods used to finance the shipment 
and sale of these products. A wealth of detail 
is offered for students whose specialized in- 
terest lies in this field. 

The current widespread debate over the 
nature and significance of price rigidity is 
continued by Ralph C. Wood in the Ameri- 
can Economic Review for December, 1938, 
under the title, “Dr. Tucker’s ‘Reasons’ 


for Price Rigidity.” As the title suggests, Mr. 
Wood takes issue sharply with the argu- 
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ments of Rufus S. Tucker that the phenome- 
non of price rigidity is no more important 
nowadays than it was a century ago, that 
the explanation of price rigidity lies in cer- 
tain conditions of supply and demand rather 
than in the existence of oligopoly, and that 
classical economics has made due allowance 
for price rigidity in its reasoning. 

As a supplement to the October, 1938, 
issue of the Fournal of Business of the Uni- 
versity of Chicago, Eaton Van Wert Read 
offers ““An Analysis of the Retail Trading 
Relationships of Elgin, Illinois: A Satellite 
City.” The supplement is a study of the com- 
plex flows of retail trade into and out of a 
town of 36,000 population which serves as a 
shopping center for its own people and those 
of surrounding smaller communities and 
which is itself one of the many “‘satellite 
cities” in the metropolitan area of Chicago. 
The analysis will be of interest to those who 
work with trading areas. 


C.—Dicests or Some LEADING ARTICLES 
ON MARKETING FROM 
TRADE JOURNALS 


By Henry Burp, University of 
Washington 


Urce Cuain Farm Tax. From Business 
Week, February 18, 1939. 


A strong farmer movement is developing 
in California in favor of a graduated tax on 
multiple agricultural holdings. A bill before 
the legislature starts with an annual tax of 
$1,000 for 10 farms and runs up to $128,000 
for 71 to 80 farms. 

This development is of business signifi- 
cance because chain farming is an important 
factor in California. Transamerica’s farm 
land owning subsidiary, California Lands In- 
corporated, and a similar affiliate of Security 
First National Bank of Los Angeles are 
deeply concerned. 

Leaders of the movement explain its pur- 
pose is to get the land back to the family 
type farmer. Its real purpose is to slow up the 
process of foreclosure. The feeling is that if 
the tax bill mounts with each parcel of farm 


property acquired, the banks won’t be so 
anxious to foreclose. 


Strupy Your Sma. Victories, by Ray 
Giles. From Forbes, January 15, 1939. 


Almost any business has, here and there, 
small victories which, when studied and ap- 
plied elsewhere, will make for victories all 
along an entire business front. It makes no 
difference what the product may be. One 
of the quickest ways to increase your busi- 
ness as a whole is to learn exactly why small 
success is taking place and then apply the 
same principle or practice everywhere. 


Cream Or Wueat’s Cream. From Fortune, 
January, 1939. 


Cream of Wheat is nothing but wheat 
farina, which is but wheat halted on its way 
to becoming flour. Wheat from several flour 
mills is blended, sterilized and boxed. Then 
all that is left to do is to market and adver- 
tise the product. 

In spite of the high-powered competition 
from some 290 other brands of farina, Cream 
of Wheat remains in second place in the hot 
cereal field. First place goes to Quaker Oats. 
In 1937, Cream of Wheat’s ratio of earnings 
to net sales was 27%, which is an astounding 
figure for industries of this nature. Cream of 
Wheat still remains a small business, manu- 
facturing but one product by a total of 
about 160 people, and occupying a factory 
about the size of a suburban high school. 

For years the company has made no price 
concessions to any purchaser. The price re- 
mains fixed to all, including the chain stores. 
The company also requests that retail prices 
be maintained. From 1915 to 1923 ,it refused 
to sell even so much as a case of its product 
to the Great Atlantic and Pacific Tea Com- 
pany because of the latter’s price cutting of 
Cream of Wheat. 

Six salesmen constitute the sales force of 
the company. The first radical change in 
Cream of Wheat is the new style package 
and the new quick-cooking five-minute prod- 
uct. The yearly advertising budgets range 
from $600,000 upward. All advertising is 
simple, and a great amount of it is directed 
toward children by appeal to mothers. 
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How THE “FEEDER” Arr Lines Are Ficut- 
inG THEIR Sates Batties, by Milton 
Van Slyck. From Sales Management, Feb- 
ruary, 1939. 

Feeder lines are steadily growing in num- 
ber. It might surprise some persons to learn 
that feeder lines fly one-fourth of all the 
miles flown in the United States. These lines 
are examples of economy in management 
and all round ingenuity in airline operation. 

In 1937, the feeder system flew 25% of all 
passengers, but only 16% of the total pas- 
senger miles. However, these lines received 
30% of the air mail appropriation and flew 
only 13% of the total express pound-miles. 

Operations must be conducted at a maxi- 
mum of efficiency. There is no room for ex- 
pensive experiments in high pressure sales 
promotion or publicity. Many feeders now 
use a systematized method for traffic control 
and prospect filing. ““Canned”’ sales talks are 
used on the theory that certain proved 
methods are best whether they be used to 
sell coal or transportation. Before the pas- 
sage of the Civil Aeronautics Act, feeders 
often exchanged transportation for adver- 
tising space. There is a movement now to 
restore this privilege. 

Tie-ups with local merchants are made 
whenever possible. Stores offer free trips to 
women customers provided their husbands 
accompany them. Stores offer gratis an 
envelope of airline stickers, accompanied by 
a feeder time table, with each piece of lug- 
gage sold. 

Sales offices are one man affairs occupied 
by a combination sales manager, solicitor, 
public representative and local lobbyist. 

Feeders use slower, less luxurious equip- 
ment than do the trunk lines. This means 
that obsolescence is a less important factor. 
To the customers, they sell service and con- 
venience. Luxury is never stressed. 


Dua. THINKING BY CONSUMERS SHOWN IN 
Opinion Survey. From Advertising Age, 
February 13, 1939. 


Citizens and Buyers may be two different 
personalities. 

People may think one way as citizens and 
just the opposite as customers. Just because 


they patronize a company is no guarantee 
that they approve its policies. A recent study 
showed most people in favor either of heavier 
taxing of chain stores or of putting them out 
of business altogether, despite the fact that 
these stores were attracting the usual crowds 
of customers. 


How to Buitp A Cueck List, by J. L. 
Culver. From Garrison’s Magazine, Janu- 
ary, 1939. 


The merchandise check list is no cure-all 
for a store’s ills, but it will improve the con- 
dition of retail stocks. Modern selling meth- 
ods will increase customer traffic. But it 
takes both to build steady increases in vol- 
ume and profits. 

The check list was developed by the chains 
to assure economical merchandising for a 
number of stores, and is now one of the most 
vital factors in their merchandising opera- 
tions. The modern wholesaler, through his 
knowledge of the demand for many items in 
many stores, and with facilities for research 
and detail work, is in a position to perform 
this same service for cooperating independ- 
ent merchants. 

To build a check list, list all items, by de- 
partments, in the order they are laid out on 
the counter. The list sheet should have 
columns for the stock on hand, for sales 
since previous checking, and for the amount 
to order. The complete stock should be 
checked at least once a month. 

The list of items must constantly be 
changed; new items appear and consumer 
preferences change. The regular use of a 
check list takes the guesswork out of buy- 
ing; it enables the merchant to stock what 
customers want; it reduces overstocks and 
markdowns; it prevents tying up more capi- 
tal than necessary; it saves time formerly 
wasted in bargaining with salesmen, and 
allows more time for promotions, displays 
and other selling activities. 


Is THE CHAIN Store DeEciininG? by Charles 
F. Phillips. From Advertising & Selling, 
January, 1939. 

What evidence have we to prove or to dis- 
prove the belief of many writers that chain 
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stores in all classifications are on the wane? 
The year 1937 was not a very good one for 
A. & P. Its profits fell 48 per cent, 1,200 
stores were closed, and sales were off 2.5 
per cent. Chains are being bothered by co- 
operative buying of independents, by super- 
markets, and by anti-chain legislation. 

Cooperative buying has been only some- 
what successful in the grocery field. Chains 
do not worry so much any more about super- 
markets. The Robinson-Patman Act did 
little damage to chains, and price mainten- 
ance laws have been easy to get around. Per- 
haps chain store taxes have somewhat caused 
the A. & P. to decline. But is the chain de- 
clining in all fields? 

Total retail stores increased 7.2% from 
1929 to 1935. Chains in the same period fell 
12.4%. The sales trend, however, suggests 
something else. While total retail sales 
showed a 1929-1935 decline of 32.5%, chain 
sales were down but 21.2%. This proves 
that in 1935 chains were a more important 
distributive agency than in 1929. Since chain 
sales are relatively heavy in staples, the 
volume of which is relatively less affected by 
a depression, the increase in the ratio of 
chain to total retail sales from 1929 to 1933 
is partly fictitious. As conditions improved 
1933 to 1935, the sales ratio of the chain de- 
clined as total retail sales advanced. Thus 
the 1933-1935 sales ratio decline is not in- 
dicative of a decline of the chain store. Chain 
stores have made perhaps a two per cent 
gain in sales ratio during the depression. 

Total unit stores in grocery and filling 
stations decreased between 1929 and 1935 
while dairy product and milk dealer chains, 
department store and variety chains, and 
restaurant chains increased their number of 
units. 

Supermarkets and anti-chain legislation 
are fairly recent developments with a bear- 
ing on sales since 1935. But since 1935 the 
chain has continued to increase its total 
sales. The sales reported for 1935, 1936, and 
1937 for a limited number of important 
chains show percentage gains of from 14 to 
30 per cent. 

A survey of a large number of chains by 
Chain Store Age showed expenditures for 


modernization to have increased from 
$33,000,000 in 1933 to $69,000,000 in 1935, 
and to $125,000,000 in 1937. 

While chains have grown absolutely since 
1935, their sales show a slower increase than 
retail sales in general; so they may have be- 
come relatively less important. We have no 
evidence for a definite conclusion. Chains 
studied showed a decline during 1938 but 
it seems likely that the chain decline was 
smaller than that suffered by retailing in 
general. The larger chains appear to be 
doing a fair job of maintaining their position 
in spite of adverse legislation. As yet we do 
not have the evidence to say that chains are 
declining. 





BicGER Business OR BETTER Business? by 
Theodore Christianson. From National 
Grocers’ Bulletin, January, 1939. 


The desire of men who are successful in 
small retail businesses to expand into large 
businesses may be explained by that quirk 
of human nature which carries a small boy’s 
impressions and ambitions over into man- 
hood. The idea that things are best because 
they are big is a phenomenon of this business 
generation and is carried out by men who 
risk successful small businesses to enter 
fields which may give them greater return 
and greater importance in the community. 

The small business man entering the large 
business field, however, often finds that he 
must completely revise his methods in order 
to compete with operators who are past- 
masters at price merchandising. As the ex- 
small business man adapts himself he finds 
he has sold his success, his peace of mind, 
and even his profit for a headache without 
attaining larger return or more prestige. One 
reason for this is that the only tangible ad- 
vantage the big operator had over the small 
one—that of securing larger trade discounts 
—has been practically eliminated by the 
Robinson-Patman Act. 

However, that is not the whole story. The 
small business man has been used to oper- 
ating a full service store, and in expanding 
finds he must know the credit rating of 
strange people in a strange community. This 
is a knowledge that cannot be delegated, 
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that is not adapted to remote control. Credit 
control depends not on financial statements 
but upon the intangible understandings that 
are based upon knowing people. If it were 
practicable to operate many full service 
stores under one management, the chain 
stores would already have done so. 

In the light of the difficulties the business 
man must overcome, and the very doubtful 
advantages to himself or to his community, 
it would be much better if the ambitious 
business man would stay in his small store 
and seek to improve it—to make it better 
rather than bigger, for the two are not 
synonymous. 


I Can Ger It ror You WuHo.esa.e, by 
H. H. De Shazo. From Sales Management, 
February 1, 1939. 


Think twice before you make yourself a 
party on either the buying or selling end of 
the “wholesale price to employees” game. 
The consumers get gypped on most items, 
and the indispensable retail structure is torn 
down. 

There are internal and external policies of 
certain manufacturers that tend to foster 
“getting it for you wholesale.”’ The internal 
ones are: (1) permitting purchasing agents 
to buy merchandise, at company discount, 
for employees; (2) encouraging buying clubs 
among employees; (3) permitting solicitation 
by representatives of self-styled wholesalers 
or mail catalog houses. The external ones 
are: (1) selling their own products—as a 
courtesy—to other companies for their em- 
ployees’ use; (2) indifference to cooperation 
with other trades and industries. 

These practices are far more widespread 
than is ordinarily suspected. They should be 
discontinued. Instead, good wages should be 
paid and employees left free to conduct their 
own individual lives. 


A Critica, ANAtysis OF EmMpLovYee Pur- 
CHASING. From Washington Purchasing 
Agent 8 Manufacturer, January, 1939. 


Purchasing for employees is practiced by 
almost every American business concern. 
At least several hundred million dollars of 


such business is transacted yearly, making a 
sizeable cut in total retail sales. 

Purchasing for employees is of three dis- 
tinct types. 

1. Purchase of a company’s own products. 
Nearly all companies producing consumer 
goods give their employees the benefit of so- 
called courtesy sales at cost or at a discount 
from the retail price. 

2. Goods and supplies purchased by a 
company for its own use and sold to em- 
ployees at cost or slightly higher. Fuel, auto- 
motive supplies, building supplies, and elec- 
trical goods form the greater part of this 
type of employee purchasing. 

3. Purchase of goods not manufactured or 
needed by the company. This not only 
creates the most employee good-will, but 
causes the most retailer ill-will. 

Liberal policies of employee purchasing 
may lead to liberal purchasing for friends of 
employees. Then employees lose the spirit of 
good-will toward the concern and regard the 
special discounts as rights and not as privi- 
leges. Liberal purchasing policies also may 
lead to a development of ill-will among re- 
tailers. 

A study of employee purchasing uncovers 
certain injustices: 

1. It gives privileges to special groups that 
others cannot enjoy. 

2. It can often bring about malpractices 
within a company’s organization. 

3. It may seriously interfere with regular 
retail trade. 

4. Manufacturers selling goods at whole- 
sale prices make people forget the services 
performed by retailers. 

5. It encourages “‘gyp wholesalers” and 
“catalogue houses.” 

Where employee purchasing has inter- 
fered with the natural flow of retail trade in 
the community, the practice is not strictly 
ethical. 

Employee purchasing is warranted under 
the following conditions: 

1. Some form of “‘courtesy sales” of sup- 
plies, restricting the amount is all right. 

2. In some isolated town employee pur- 
chasing is necessary. 

3. Where necessities are obtainable only 
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at abnormally high prices and when the 
company has extra goods, employee pur- 
chasing is advisable. 

4. Present employee purchasing policies, 
if discontinued, will cause ill-will. 

When employee purchasing is practiced, 
it should not be allowed to become offensive. 
Limits should be placed on the amount each 
employee purchases. The policy should not 
adversely affect the company’s or com- 
munity’s retail sales. Purchases for em- 
ployees should always be on a cash basis. 
The purchasing agent must realize that a 
few poor bargains offset a great deal of 
good will. 


Wuat ApveErtIsINnG Is, WHat It Has Done, 
Wuat Ir Can Do Now. From Printers’ 
Ink, January 12, 1939. 


Advertising is the most efficient and the 
most economical aid in the distribution and 
selling of merchandise and service. During 
the last ten or fifteen years, advertisers have 
been so busy justifying advertising as an 
economic force in the face of attacks by con- 
sumer groups and government officials, and 
have been so worried about meeting payrolls 
and paying dividends under depression con- 
ditions that many of them have forgotten 
what sound advertising is and what it will 
do. Only when manufacturers understand 
thoroughly what sound, aggressive adver- 
tising will do for them will they be ade- 
‘quately equipped to meet the merchandising 
challenge of this year, next year, and the 
years after. The following is an inventory of 
the things that advertising has proved that 
it can accomplish for the average, well 
a business. 

Advertising makes possible better mer- 
deaitien at lower prices, thus serving the 
consumer, and through service to the con- 
sumer creating better demands for adver- 
tised products. 

2. Advertising helps the manufacturer get 
quicker distribution more economically and 
more rapidly because it builds greater and 
more immediate product acceptance by job- 
bers, dealers, and consumers. 

Advertising is the quickest and most 
economical aid in the introduction of new 


products added to an established line and in 
the introduction of improved products. 

4. With advertising, the manufacturer 
can be sure of almost immediate acceptance 
by consumers of a new or improved product. 

5. Advertising, by building consumer 
recognition of a trademark or trade name, 
often enables the manufacturer of a product 
that has become obsolescent to build sales 
on another type of product which meets 
current consumer needs. 

6. Advertising, in highly competitive in- 
dustries, by creating greater consumer in- 
terest ina type of product, often creates more 
business for all manufacturers in the field. 

Advertising gives the manufacturer his 
best protection against the inroads of com- 
petition. 

8. Advertising helps the small manu- 
facturer grow larger and is his best protec- 
tion against competition from the larger 
manufacturers while he is growing. 

g. Advertising helps the large manu- 
facturer retain his position of leadership. 

10. Advertising protects the advertiser 
against the price competition of unadver- 
tised brands. 

1. Advertising fortifies the manufacturer 
against the rigors of depression conditions. 

12. Advertising is excellent insurance for 
the trademark against infringers. 

13. Advertising helps the manufacturer 
get the best types of jobbers and dealer 
outlets. 

14. Advertising contributes to better and 
more efficient sales management by attract- 
ing the best type of salesman, by giving the 
salesman a better proposition to sell, by 
helping the salesman conserve his time, be- 
cause it has created wider and more intensive 
distribution, and by opening buyers’ doors 
that might otherwise be closed. 

15. Advertising is a most potent force in 
building better public relations. 

16. Advertising creates greater stability 
of production and employment by helping 
level peaks and valleys of seasonal demand. 

17. Advertising assures manufacturers 


better supplies of raw materials at good 
prices because advertisers are likely to offer 
a greater stability of demand. 
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18. Advertising helps assure the adver- 
tiser of getting the first opportunity to ac- 
cept or reject patents, suggestions, and other 
ideas for improvements in product or policy. 

19. Advertising attracts to the advertiser 
the better type of employee. 

20. Advertising, because it helps a manu- 
facturer attract the better type of dealer and 
jobber, contributes to better collections and 
smaller credit losses. 

21. Advertising helps the manufacturer in 
his financing. 

22. Advertising, by placing the manu- 
facturer prominently before the public, en- 
courages better styling, improved products, 
better packaging, and other evidences of an 
alert and aggressive production and mer- 
chandising policy. 


RESEARCHER IN CHIEF TO THE AMERICAN 
HomeMAKER. From Consumers Guide, 
January 2, 1939. 


The United States Bureau of Home Eco- 
nomics has completed its first 1§ years. Its 
research work has ranged from vitamins to 
textiles, from economic measurements to 
household equipment. Part of the Bureau’s 
job has been to bring the results of its re- 
search within reach of consumers so that they 
may use it to obtain a higher standard of 
living. To accomplish this the Bureau has 
enlisted the aid of the press and radio, it 
issues publications and writes letters to 
bring useful information before the public. 

The importance and need for investigation 
of food products was realized in 1893 by the 
Secretary of Agriculture and from that time 
until 1914 work was done on diets and nu- 
trition by the Office of Experiment Stations 
with special grants from Congress. In 1915 
a “State Relations Service” was established 
in the Department of Agriculture. Set up in 
this service was an office of Home Economics 
which worked principally on nutrition. 

In 1923 the Department of Agriculture 
was reorganized and a Bureau of Home Eco- 
nomics was established. From that time its 
work has increased until now its work on 
diets and nutritional investigations is known 
internationally. 


The biggest job the Bureau has so far 
undertaken is its share in the Consumer 
Purchases Study. One of the conclusions of 
this study “points to the need both for in- 
creased purchasing power on the part of 
urban groups and for more widespread edu- 
cation in nutrition and in over-the-counter 
food buying in order to help them make the 
most of their money resources for food.” As a 
result of these studies have come diet pat- 
terns of families at different income levels. 

Not all the Bureau’s studies are confined 
to food and nutrition; at present they are 
making a study of sizes for children’s clothes. 
Studies are also being made of efficient work- 
ing arrangements for kitchens and laundries. 


Tue Guitrer or Bic Town AcEncy Joss, 
by Donald M. Wright. From Advertising 
and Selling, February, 1939. 


It seems that most youngsters who want 
to break into advertising feel that all desir- 
able jobs are in agencies, that all desirable 
agencies are in big cities, and that the most 
money is made by big-time agency men. 
A surprising number of experienced adver- 
tising men also feel the urge for the big city. 
One chap, 29, living in a small town and 
making $100 a week wanted to trade his 
home and position for a chance to work in 
New York. He felt that there should be 
“dozens of agency opportunities” for him. 

As a matter of fact, such opportunities do 
not exist—unless the individual has accounts 
or cash to throw into the hopper. And 
$10,000 a year in New York is little more 
than $5,000 in a small city. In the Big City, 
competition is keen, and personnel turnover 
is great. 

““Agency temperament” is a too frequently 
unreckoned-with factor in advertising 
agency success. The agency man must be a 
born gambler to succeed. He sits on a keg of 
powder with countless fuses attached. His 
most difficult job is that of extinguishing 
those fuses as they are lighted by competi- 
tors, client politics, or even intramural strife. 

He must produce at cruel speed, and be 
prepared to lose his job or his pet account 
without warning and for no logical reason. 
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Many of the biggest winners of only a few 
years ago are on the ash heap, or on the 
way there, now. 

If he is the type of chap who might make 
a war correspondent, or a Broadway pro- 
ducer—willing to see little of family life; if 
he is a resourceful, agile minded protean 
actor who knows advertising and can pre- 
tend on occasion to know something of 
finance, industrial organization, modern dis- 
tribution methods, packaging, play pro- 
duction, law, music, publishing, politics, en- 
graving, ty pography and printing—then he 
might have a chance in a Big City agency. 


THeEseE Twenty Years, A PAGEANT OF 
Paciric Coast ADVERTISING PROGRESS, 
by Ramsey Oppenheim. From Western 
Advertising, February, 1939. 


A word picture portraying the advertising 
business as it was in the Pacific Coast region 
in 1919; not a complete and exhaustive 
history of western advertising, but rather an 
impressionistic picture of the days of 20 
years ago. 


Garrison’s Magazine for Independent Re- 
tailers began publication November, 1938. 
It is mailed without charge to a selected and 
controlled list of independent retailers of 
drygoods and related lines. To others the 
subscription price is $3.00 per year. Flint 
Garrison is the editor. 
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How a_ Farmer-ConsuMER CAMPAIGN 

Works. From Uno Animo, February, 
1939- 


This is the story of cooperative merchan- 
dising campaigns designed: 


1. To stabilize the egg market for pro- 
ducers at reasonable prices. 

2. To see a larger proportion of the spring 
egg surplus. 

3. To increase permanently the consump- 
tion of eggs. 

4. To develop new uses for eggs. 

5. To increase the volume of egg sales at 
reasonable prices. 


With the following results: 


1. The health and food value of eggs have 
been called to the attention of con- 
sumers. 

2. Producer groups are organized on a 
firmer basis. 

3. Merchants have had a lesson in the 
merchandising possibilities of eggs. 

4. The industry has observed what is pos- 
sible with cooperation with many pub- 
lic and private organizations. 

5. Practical information has been collated 
and passed on to producers to guide 
them to profitable practices. 
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HE SPRING meeting has been definitely 
"Techeduled for May 19 and 20 at the 
Medinah Club, 505 North Michigan Boule- 
vard, Chicago, Illinois. The program is not 
yet available but will be mailed to the 
membership during April. In addition to the 
formal program, plans will be made for a 
number of tours. Arrangements for the 
Chicago meeting are in charge of Donald 
R. G. Cowan, Swift and Company, Chicago, 
Illinois, who will be glad to answer inquiries 
and receive suggestions. Due to certain 
conflicting conventions, our meeting was 
shifted from May 12 and 13 to May Ig and 
20, a time which appears to be the most 
convenient for a majority of the members 
this spring. 


A LETTER FROM THE PRESIDENT 


To the Members of the American Marketing Associa- 
tion: 

I want to take this occasion to thank the members of 
the Americar Marketing Association for the confidence 
they have placed in me by honoring me with the presi- 
dency for this year. I can only carry out successfully 
the duties of this office with the support of each member. 

I therefore urge you to send to me or to the other 
officers and directors of the Association any suggestions 
which may occur to you for improvement of the Associa- 
tion and its functioning. 

We need and welcome ideas and suggestions for our 
programs. If you are working on a research project and 
have some interesting material to present notify the 
Program Committee so that they may have the informa- 
tion to guide them in building the two programs. 

If your research has reached a point where you are 
able to present it to the public, get in touch with the 
Publications Committee. THE JOURNAL OF MARKETING 
constantly needs high quality articles. If you know 
anyone who is qualified to make a contribution on a 
marketing subject, let the Editorial Board of the 
JOURNAL know about it. 

The Nominating Committee must prepare a slate of 
officers to be voted on next fall. Their task is a difficult 
one. If you have any suggestions to make as to who you 
would like to see nominated for next year, be sure and 
write to the nominating committee. They will welcome 
your suggestions. 
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Similarly let the committee on Teaching Materials 
know of any leads for new material which may come to 
your attention. 

Finally be on the alert for new members. We all 
know people who would be glad to know of our organiza- 
tion and of our yourNAL. Let them know and send their 
names in to our Membership Committee. 

It is my sincere hope that, with your help, we can 
continue in 1939 the splendid progress made in 1938 
under President Fred Clark and in 1937 under President 
Frank Coutant. A list of the 1939 Committees appears 
elsewhere in this issue of the JouRNAL. 

Yours for progress in the science of marketing, 

N. H. ENGLE 
President 


Since the first of January, we have wel- 
comed to our group the following new mem- 
bers: John D. Allison, Temple University; 
G. Walter Brown, Director, Ronalds Adver- 
tising Agency, Montreal, Canada; George H. 
Brown of the University of Chicago; Prof. 
Carroll M. Degler of the University of New 
Hampshire; Robert Espenshade of the Mac- 
Cormac Business School, Chicago; W. A. 
Fox of Fox and Mackenzie, Philadelphia; 
Prof. E. R. Hawkins of the Pennsylvania 
State College; Harold F. E. Jeunet of Farm 
Fournal, Inc., Philadelphia; Donald A. Laird 
of the Ayer Foundation for Consumer Analy- 
sis, Philadelphia; Sydney L. W. Lea of the 
Pennsylvania Salt Manufacturing Company, 
Philadelphia; Parmelee Lyman of Platt- 
Forbes, Inc., New York City; John A. 
Moffitt of the Firestone Tire and Rubber 
Company, Akron; John M. Prendergast of 
the Opportunity Publishing Company, Chi- 
cago; D. A. Prouty of the Scott Paper Com- 
pany, Chester, Pennsylvania; James H. 
Robins, of the American Pulley Company, 
Philadelphia; Gordon W. Sprague of the 
U. S. Department of Agriculture, Chicago; 
C. H. H. Weikel of the Bethlehem Steel 
Company, Bethlehem, Pennsylvania; Rich- 
ard Weil, Jr., of L. Bamberger & Company, 
Newark; James Werblow of the Polygraphic 
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Company of America, Inc., New York City; 
Charles A. Wolcott of Daniel Starch and 
Staff, New York City; and Freeman J. 
Young of the John F. Jelke Company, 
Chicago. 


New York Chapter 


Meeting attendance has expanded with in- 
creased interest in programs so that 80 to go 
members may be expected regularly. Meet- 
ings are now being held in the Hotel Roose- 
velt. It is planned to hold two meetings each 
month—one with a speaker from within the 
Association; the other, with a speaker out- 
side the Association. Rene Pepin, director of 
research for Capper Publications, is program 
chairman. 

Plans for an intensive membership drive 
have been completed by membership chair- 
man, Raymond Robinson, director of re- 
search for Crowell Publishing Company, and 
vice-chairman Thomas Hughes, director of 
research for Brown & Tarcher. It is hoped 
to double the preserit membership of ap- 
proximately 200 by fall. 

An employment committee with Victor 
Pelz of General Foods as chairman has been 
organized. As part of New York Chapter 
service to its members, several persons al- 
ready have been placed. Pelz is establishing 
contact with employers so that they will 
advise him of available openings in their 
organizations for qualified market research, 
public relations, and marketing men. Other 
chapter employers are asked to cooperate 
with Pelz in advising him of openings. 

A constitution was prepared with the 
assistance of Frank Hypps, Arthur Hirose, 
Elmo Roper, Archibald Crossley, Ford Sam- 
mis, Donald Cowan, Albert Haring, and 
Lawrence B. Whit. 

The first Christmas party held at the 
Hotel Roosevelt was a great success. There 
were gifts for all and prizes for some. These 
were generously donated by many out- 
standing companies. 

At the February 24 meeting, C. W. Far- 
rier, coordinator for National Broadcasting 
Company’s television activities, made an 
excellent illustrated talk on the marketing 
of television. The subject of his talk was 


“Television—Its Past, Present, and Fu- 
ture.” The mechanical developments from 
1814 to 1884 to the 1930 electronic system 
were traced. The absence of competition 
with moving pictures was discussed—as 
were the probable new marketing media. 

For the past two years Mr. Farrier has 
been responsible for coordinating NBC’s 
television activities in their engineering, pro- 
gram, and economic aspects. An architect 
by education, Mr. Farrier was graduated 
from Armour Institute of Technology in 
1916. After serving as a first lieutenant and 
captain, he entered the Chicago city and 
regional planning office. In 1929, he became 
assistant works director for the Chicago 
World’s Fair, and later, assistant general 
manager. He was assistant coordinator for 
the T.V.A. in Knoxville until he made a 
connection with N.B.C. 

Current officers of the New York Chapter 
are Archibald M. Crossley, Chairman, 330 
West 42nd Street, New York City; Nelson 
H. Seubert, Vice Chairman, 354 Fourth 
Avenue, New York City; Lawrence B. Whit, 
Secretary, 30 Rockefeller Plaza, New York 
City; and Frank T. Hypps, Treasurer, Hotel 
Wellington, 55th Street and Seventh Ave- 
nue, New York City. 


Philadelphia Chapter 
The Philadelphia Chapter held an unusual 


meeting on Monday, February 20. This con- 
sisted of three clinics, each of which showed 
the actual correlation of market research, 
advertising, and selling for a specific con- 
cern. The case of a product sold via dis- 
tributors was exemplified by the case of 
Henry Disston Sons’, Inc. Du Pont Neo- 
prene was the example for Inter-Industry 
sales, while direct sales were exemplified by 
the case of the Warren Webster Company. 
These sessions were sponsored by the Phila- 
delphia Chapter of our group, the Eastern 
Industrial Advertisers, and the Sales Man- 
agers Association of Philadelphia. At the 
afternoon clinic sessions, the attendance was 
162, while the evening dinner had an attend- 
ance of 237 and was addressed by Colonel 
Willard Chevalier, Publisher of Business 
Week. The presentation which showed 
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market research and analysis and its applica- 
tion to selling and advertising, and which 
emphasized the cooperation between these 
departments in an individual concern was 
novel and effective. 

COMMITTEES 

The following committees for 1939 have 
been appointed by President N. H. Engle: 

Executive Committee: N. H. Engle, 3850 
Commerce Building, Washington, D. C.; 
Fred E. Clark, Northwestern University, 
Evanston, Illinois; Albert Haring, Lehigh 
University, Bethlehem, Pennsylvania. 

Nominating Committee: Ferdinand C. 
Wheeler, 100 Hudson Street, New York 
City; Fred E. Clark, Northwestern Uni- 
versity, Evanston, Illinois; W. H. S. Stevens, 
§313 Interstate Commerce Commission, 
Washington, D. C. 

Local Chapters: Frank Coutant, Pedlar & 
Ryan, Inc., 250 Park Avenue, New York City. 

Program: N. H. Engle, 3850 Commerce 
Building, Washington, D. C.; Donald R. G. 
Cowan, Swift and Company, Chicago, 
Illinois (in charge of Chicago Program, 
May 19-20); Theodore N. Beckman, Ohio 
State University, Columbus, Ohio (in charge 
December Program, Philadelphia). 

Audit Committee: Howard Hovde of the 
University of Pennsylvania and D. M. 
Hobart of the Curtis Publishing Company. 

Professional Status: Ferdinand C. Wheeler 
of the Association of Food Distributors, New 
York City; Paul T. Cherington, Distribution 
Consultant of New York; Hugh E. Agnew 
of New York University. 

Membership: D. M. Phelps of the Uni- 
versity of Michigan; Alvah B. Wheeler of 
the McGraw-Hill Publishing Company, 
Philadelphia; Henry A. Burd of the Uni- 
versity of Washington; David E. Faville of 
Stanford University; Albert Haring of Le- 
high University; John J. Karol of the Co- 
lumbia Broadcasting System; Ralph Cassa- 
day, Jr., of the University of California at 
Los Angeles; Malcolm Taylor of the Uni- 
versity of North Carolina; N. H. Comish of 
the University of Oregon. 

Teaching Materials: Malcolm Taylor of 
the University of North Carolina; Malcolm 
J. Proudfoot of the Bureau of the Census; 


Ada L. Bush of the Bureau of Foreign and 
Domestic Commerce; Ralph Breyer of the 
University of Pennsylvania; Lyndon O. 
Brown of Northwestern University; Ross 
Cunningham of the Massachusetts Institute 
of Technology; John H. Frederick of the 
University of Texas; Samuel J. Lukens of 
the University of Pittsburgh; Arthur Gun- 
narson of the U. S. Chamber of Commerce; 
Frank A. Nagley of the University of 
Southern California. 

Definitions: R. S. Alexander of Columbia 
University; Paul D. Converse of the Uni- 
versity of Illinois; H. E. Erdman of the 
University of California; Vergil D. Reed of 
the U. S. Department of Commerce; W. H. 
S. Stevens of the Interstate Commerce Com- 
mission; Elmore Peterson of the University 
of Colorado; Charles F. Phillips of Colgate 
University. 

Research Projects: Harry R. Tosdal of 
Harvard University; Paul D. Converse of 
the University of Illinois; Wilford L. White 
of the Department of Commerce. 

Publications Committee: Roland S. Vaile 
of the University of Minnesota; E. T. 
Grether of the University of California; 
Robert N. King of B. B. D. & O., New 
York City. 

Commodity Transportation: W. M. Duftus 
of Ohio State University; C. H. Sandage of 
Miami University. 

Marketing Areas: Paul T. Cherington, 
Distribution Consultant of New York City; 
Malcolm J. Proudfoot of the Bureau of 
the Census; John M. Paver of Weston- 
Westport, Connecticut; Edward L. Lloyd of 
the U. S. Department of Commerce; Vergil 
D. Reed of the U. S. Department of Com- 
merce; Paul D. Converse of the University 
of Illinois. 

Placement Committee: John R. Doubman 
of the University of Pennsylvania; John F. 
Pyle of Marquette University. 

Local Arrangements, December Meeting: 
Harold P. Alspaugh of Temple University. 

Uniform Classifications: (in cooperation 
with the Central Statistical Board). 

T. N. Beckman of Ohio State University; 
Frank R. Coutant of Pedlar & Ryan, Inc.; 
Donald R. G. Cowan of Swift and Company. 














How to get more usable answers 
to your SURVEY QUESTIONS 





ERHAPs nothing is more discour- 
Pp aging toa research director than to 
discover that his final tabulations of 
1000 questionnaires show some ques- 
tions with only 920 or 930 useful an- 
swers, or even less. 

That is not the experience of com- 
panies who have used The Hooper- 
Holmes Bureau for their field work. 
All of our full-time Inspectors are 
trained to obtain answers to all ques- 
tions, and the exceptions in the field re- 


ports we submit are rare indeed. 


On one recent survey covering 756 
interviews we were asked to obtain 
12,306 answers to the questions given 
us. Final tabulations showed only 165 
of these answers not usable. In other 
words, the survey was 98.7% com- 
plete. 

Research directors who are not hav- 
ing this experience should ask The 
Hooper-Holmes Bureau to conduct 
their next survey. 

Send for book describing this service 


in detail. 


Address all inquiries to Market Research Division, Chester E. Haring, Director. 
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Advertising 
Ready July Ist 


Theory and Practice 


By C. H. Sandage, Ph.D. 
Miami University 


ADVERTISING THEORY AND PRACTICE by SANDAGE, published in 1936, 
presented a new approach to this field and received wide acclaim because of its em- 
phasis upon the consumer point of view. Like other texts that have pioneered, this 
book has steadily gained recognition as offering a sound approach for all students tak- 
ing a first course in advertising. In preparing the new edition, which will be published 
in July, the author has kept in mind the constructive suggestions submitted by many 
who have thoroughly tested this text through adoption in their classes. 


While many changes have been affected, the basic philosophy of the book has been 
retained with emphasis on the consumer approach. The vital material on the eco- 
nomic and social aspects of advertising has been amplified in the light of many recent 
developments. The sections dealing with consumer, product, and market analysis as 
a fundamental foundation on which to build an advertising program have been re- 
tained but have been completely revised and brought up to date. 


More than 100 pages have been added dealing with the actual preparation and repro- 
duction of advertisements. Complete treatment is given to fundamentals of copy writ- 
ing, the writing of effective headlines, the legal aspects, the importance and proper use 
of identification marks. An entire chapter is devoted to the appearance of the advertise- 
ment as influenced by illustrations, color and art work. The problems of printing, en- 
graving and the principles of layout have been fully considered. The material on media 
has been brought up to date and expanded to include a thorough consideration of all 
types of media. The secticn on radio and motion pictures represents a thorough rewrit- 
ing and expansion. All sections of the book have been carefully reworked, and this new 
edition represents a complete revision in every sense of the word. 


The revised edition will provide a well-balanced text which may be used in Business, 
Liberal Arts or Journalism departments. With the current interest in advertising as a 
social and economic force, no book can now afford to confine its scope to the problems 
of preparing advertisements and selecting media. Instead, the book must first provide an 
understanding of the fundamental methods of laying a sound foundation on which to 
build an advertising program and then give a full measure of instruction in the methods 
of constructing and executing an effective program. 


ADVERTISING THEORY AND PRACTICE will adequately meet this need as it is 
a text book on advertising rather than advertisements. 


Approximate Size 750 Pages $4.00 


Send for an examination copy 








Business Publications, Inc. 
332 South Michigan Ave. 





Chicago 
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Announcing 
Three New Publications in the Field of 


CONSUMER ECONOMICS 


Consumer Credit Institute of America, Inc. announces the recent issue of three much 
needed publications for teachers of economics, business, marketing, sociology and home 
economics. They amplify and explain an important but hitherto neglected phase of this 





field. 
Consumer Credit and Its Uses 
Edited by CHARLES O. Harpy, Ph.D. Published by 
of The Brookings Institution Prentice-Hall, Inc. New York 


This is the only available comprehensive text covering the whole field of consumer credit. It is the 
result of studies made by Ernest Minor Patterson, of the Wharton School, Ray B. Westerfield of 
Yale, Charles W. Coulter of the University of New Hampshire, Richmond H. Neilson of Montreal, 
William Sutcliffe of Boston University, and Raymond Rodgers of New York University. These 
individual studies were assembled, synthesized, and edited by Charles O. Hardy. Subjects treated 
are personal finance, industrial banking, credit unions, pawnbrokers, illegal lenders, installment 
selling, open book credit, and regulation of these industries. A 78-page appendix and full bibliog- 
raphy give students ready access to basic materials in the field. 


List $2.75 20% educational discounts Free examination 


Consumer Credit Bibliography 
Compiled by ERNESTINE WILDER Published by Prentice-Hall 


This is the first comprehensive bibliography in the field of consumer credit and the first to indicate 
how and where valuable “fugitive” material may be obtained. This bibliography should be essential 
to those doing research in consumer economics. Loose-leaf. To be supplemented annually. 


List $2.50 20% educational discounts Free examination 


The Installment Credit Contract 


By ALBERT HARING, Ph.D. Published by Consumer Credit 
of Lehigh University Institute, New York 


This 48-page pamphlet is the first in a series of studies to be undertaken by Albert Haring. It deals 
with new data. Dr. Haring gathered installment credit contracts from all over the United States in 
making this study in which he has evaluated his data, and analyzed the contract critically from the 
standpoints of both merchant and consumer. 


List 50¢ 35¢ in lots of 10 or more 25¢ in lots of more than 25 


Information Service. Consumer Credit Institute offers its facilities to teachers and research students 


gratis. Those interested will be welcome at the Institute, or information will be supplied on request 
by mail. 


CONSUMER CREDIT INSTITUTE 


of America, Inc. 
233 Broadway New York City 
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Two Holt Texts which 
theory and practical apyjalication 


excel in sound 





/ WORLD TRADE 


By E. B. Dietrich 
Mount Holyoke College 


Considered an authority on reciprocal trade agreements between United 
States and other countries; included in the Hutchins report on inter- 
national relations and a member of the Committee on International 
Peace which reported on Economics and peace in 1937. 


“Tt is well organized, well written, and gives the reader a more com- 
plete picture of recent economic changes in the international field 
than any other book with which I am acquainted.” Norman S. Buck, 


Yale University 
Price, $2.75 














A new elementary text 


By ROLAND S. VAILE 
HELEN G. CANOYER 


University of Minnesota 


An introductory survey of the exist- 
ing economic order and the problems 
that confront all of us as consumers 
at various age levels and in all parts 
of the country . . . even instructing 
the student in the ways in which he 
may improve the management of his 
own economic affairs. Its chief dis- 
tinction lies in the admirable integra- 
tion of the study of the elements of 
consumption with the economic or- 
ganism as a whole. Price, $2.75 


HENRY HOLT & COMPANY 


257 FOURTH AVENUE 











NEW YORK, NEW YORK | 
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: Salesmanship =] 


Whether you are teaching freshmen, graduate students or pro- 
fessional salesmen; whether you need an outline of essentials, a thorough 
presentation of sound principles, a case book of specific selling techniques 
or an analysis of administrative procedure—Prentice-Hall can furnish just 
the type of salesmanship text you require. 

In addition, Prentice-Hall also publishes a number of supplemen- 
tary books on salesmanship which provide intensely interesting material 
for classroom discussion. We shall be glad to send you any of our sales- 
manship books, on three months' examination. Simply fill in the coupon 
and circle the key numbers of the books which interest you. 


SALES ADMINISTRATION PRINCIPLES AND PROBLEMS « 


By BERTRAND R. CANFIELD, Director; Sales and Advertising, Babson In- 
stitute. 652 pp., 6 x 9 in., $3.75 


SALESMANSHIP (Revised Edition) « 


By CHARLES H. FERNALD, M.B.A., Educational Director, Lever Brothers, 
Inc. Formerly Assistant Professor of Business Organization and Operation, 
University of Illinois. 541 pp., 6x 9 in., $3.00 


SUCCESSFUL SALESMANSHIP «a 


By PAUL W. IVEY, Ph.D., Sales Counselor to Many Large American Cor- 
porations; also Professor of Merchandising, University of Southern Cali- 
fornia. 497 pp., 6 x 9 in., $3.75 


A SHORT COURSE IN SALESMANSHIP 


By HAROLD M. HAAS, Assistant Professor of Marketing, School of Busi- 
ness Administration, Indiana University. 180 pp., 5!/2 x 8 in., $1.75 


SUPPLEMENTARY BOOKS Teachers’ Examination Coupon 


Tested Sentences That Sell 


(5) By Elmer Wheeler $2.80 eCeTenal,, St, 


70 Fifth Avenue, New York. 
"Sam" Vining's Selling Slants 


(6) By Vernon Vining $1.00 have circled: | 2345678 


Profitable Showmanship 
(7) By Goode and Kaufman $2.75 


| 
| 

How to Make a Sales Point Hit! | return the books within three months. 
(8) By Richard Borden $1.25 | 
| 
| 
| 


PRENTICE-HALL 


incorporated 
70 Fifth Avenue . New York City 


Institution 


Address ... 














Send me, on three months’ examination, the books | 
When | adopt any of these, by ordering five or more 
copies, the examination copy of each adopted book 


is to become mine—without charge. Otherwise, | agree 
to remit college list, less 20% educational! discount, or 


TINS. 3's» uae hoc a av hareten On a beatae 




















“The best in the field from a 


Note— 


These Typical 


Comments 


“TI have carefully reviewed this book 
and I am very well pleased with it. 
The book is still the best in the field 


from a teaching standpoint.” 


Wm. A. Nielander 
The University of Texas 


“TI was delighted with your most re- 
cent edition of ‘Principles of Mar- 
keting’ by Maynard, Weidler and 
Beckman. I always considered it a 
fine book in its field. I think it has 
been vastly improved. I am particu- 
larly impressed with the fine judi- 
cial balance and restraint you have 
shown in discussing various changes 
and proposed changes in our mar- 
keting methods.” 


George B. Hotchkiss 
New York University 


“I am well pleased with ‘Principles 
of Marketing’ by Maynard, Weidler, 
and Beckman. We will very probably 
use it as our text for this course 
which will be given during the sum- 
mer session.” 


Randall S. Stout 
University of Pittsburgh 


**All in all, I feel that this text is a 
distinct improvement over earlier 
editions, containing as it does new 
material on supermarkets, individ- 
ual storage lockers, fair trade and 
unfair practices acts, field ware- 
housing, and other such recent de- 
velopments in the field.” 


Perham C. Nahl 
Oklahoma Agricultural 
and Mechanical College 








teaching standpoint.” 


Prineiples 


of 
Marketing 


Third Edition 


By H. H. MAYNARD, Professor and Chairman, 
Department of Business Organization; W. C. 
WEIDLER, Professor of Business Organization 
and Dean, College of Commerce and Administra- 
tion; and T. N. BECKMAN, Professor of Business 
Organization. All of Ohio State University. 


LREADY nineteen leading schools have 

adopted this new book which left the press 
on January third. Scores of others have indi- 
cated their intentions of doing so in the fall. 
“Principles of Marketing” is living up to pre- 
dictions—actually filling 1939 text needs 


This third revised edition represents a completely 
reconstructed textbook, for only by building as a unit 
could the authors produce a volume so perfectly suited 
for use in this year’s classes. On every page you will 
discover improvements made possible through the au- 
thors’ added knowledge, the helpful suggestions of 
users, the wealth of new, more significant data which 
have been uncovered in the past few years. 


Current trends are carefully examined for the new 
light they throw on what has happened in marketing, 
for the clues they give as to what is going to happen 
next. Recent legislation is given the critical attention 
it deserves in a truly comprehensive text. 


Those outstanding teaching features—functional ap- 
proach, consumer angle, etc.—which helped to win 
such high text rating for earlier edi- 
tions have been retained. $4.50 


Examination Copy Sent on Request 





Published by 





THE RONALD PRESS COMPANY 
15 East 26th Street New York, N.Y. 























